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CHAPTER I
INTRODUCTION
As professionals, accountants have traditionally enjoyed a

unique relationship with the community, receiving certain advantages

conferred by the larger society on the professional community.

These

advantages are granted in return for perceived benefits flowing to

the society from the professional community.

The profession, by

nature of the trust placed in it by the society, possesses the
opportunity for exploitation of the public, but is traditionally

expected to deny itself this opportunity.1
Nature of the Problem

Recent events indicate that the public may presently perceive its
trust in professionals to be misplaced.

Indications of this suspicion

that professionals have violated the trust placed in them by society
are to be found in numerous lawsuits of the late sixties and early
seventies and in increasing government regulation and investigation.

The publicity generated by these lawsuits and investigations has
resulted in an increasingly sophisticated and skeptical public.

Not

only has their faith in the accounting profession been undermined by

the unfavorable publicity often received by the accountants in these
cases, but their expectations of the accounting and auditing functions
have grown.

These growing expectations have been encouraged by the

rising consumer movement which has gained impetus as a result of. the

2
celebrated bankruptcies, state and local fiscal problems, and improper

corporate behavior.
Public concern over what it perceives as a lack of integrity and
competence in the profession is evidenced by the increasing numbers of
government agencies which are investigating the accounting profession

and its practices.

In December, 1976 a study entitled The Accounting

Establishment was released by the Subcommittee on Reports, Accounting

and Management of the U.S. Senate Committee on Governmental Affairs,

chaired by Senator Lee Metcalf.

The Metcalf Report alleges that the

large accounting firms dominate the American Institute of CPAs (AICPA),
the Financial Accounting Foundation, and the Financial Accounting
Standards Board (FASB), thereby dominating the setting of accounting
standards.

The report also charges the Securities and Exchange

Commission (SEC) with failure to perform its statutory obligations
by allowing the private sector to establish accounting principles.

The

report further alleges that accountants are not sufficiently independent

of their clients and have failed to assure the accuracy and reliability
of financial statements issued to the public.

Investigations of the

profession are currently underway by other government agencies.

The

Department of Justice is presently challenging the authority of the
2
state regulatory boards, and the Federal Trade Commission is invest3
gating the entry standards of the accounting profession.

In light of the existing climate, it is incumbent on the accounting
profession to try to answer the charges against it and regain the public
confidence lest it be in danger of losing its professional status.
There are two possible avenues of approach in dealing with the
maintenance of public confidence in the profession.

One approach

3
focuses on financial statements and the auditing standards and

accounting principles on which they are based.

The second approach

focuses on the preparer of the financial statements and insuring that
he possesses the high degree of competence and integrity necessary to

the preparation of a quality product.
Objectives of the Study

The purpose of this study is to provide a comprehensive view
of the self-regulatory processes of the accounting profession as they
relate to the preparer of financial statements and to attempt to

answer the following questions:

1.

Have the self-regulatory processes of the accounting
profession increased in size, scope, and effectiveness
since the organization of the profession with regard
to attempts to ensure the competence and integrity
of its members?

2.

What is the current status of the self-regulatory
processes of the profession?

3.

How do the self-regulatory processes of the accounting
profession compare with the self-regulatory processes
of other professions?

4.

How do the self-regulatory processes of the accounting
profession in the United States compare with the
self-regulatory processes of the profession in other
English speaking nations?

5.

What can the accounting profession do to improve its
self-regulatory processes.
Methodology of the Study

The study employed inductive reasoning using historical and

analytical approaches to the data.

The data base included 1) news

releases, official pronouncements, and procedural manuals of the

4

professional organizations, 2) substantive professional literature
on the subject, 3) a survey of state societies to determine their

practices, and 4) correspondence with staff members of the AICPA,
NASBA, and other professional organizations in the United States and

abroad.

Justification for the Study

As has been indicated, only a brief review of events in the
recent past is required to determine the existence of the serious

dilemma in which the accounting profession finds itself.

Increasingly

more research has been directed toward the problems of the accounting

profession and the expectations of society, but this research has

primarily focused on activity in the courts and the legal liability
of accountants or on the setting of accounting standards.

Little

research has dealt specifically with the self-regulatory processes

within the accounting profession and their employment towards ensuring

the technical competence of accounting practitioners in order to
increase the confidence of the public in the profession and to protect
the consumer of accounting services from substandard work.
The research that has been done on the self-regulatory processes
of the profession has usually been specific in nature, focusing on

one particular aspect of self-regulation.

Thus there has been no

research setting forth a comprehensive analysis of the present state

of self-regulatory practices in the accounting profession.

This study is designed to collect and assemble information useful
in determining such a situational analysis of self-regulation in the
accounting profession and in proposing a comprehensive program of

self-regulation which could benefit both the profession and society.

5
Limitations of the Study

This study is limited in the following respects:
1.

The study concentrates on the individual and the self-

regulatory efforts which are directed towards upgrading the competence
and professional conduct of the individual.

The aspect of self

regulation as it relates to the establishment of accounting standards

is not covered by this study.

2.

The study is concerned only with public accountants and not

with industrial or governmental accountants although some selfregulatory processes may apply to all accountants.
3.

Intra-professional aspects of self-regulation are not covered

by the study which is concerned only with the relationship of the
profession with the larger community.
4.

Regulation of accountants by the courts is not considered by

this study except where such action may influence regulatory processes
within the profession.
Plan of the Study

Chapter II provides a discussion of the literature pertaining to
the self-regulatory efforts of the accounting profession.
Chapter III includes a discussion of the processes of self

regulation and traces the development of the various self-regulatory

processes.

A discussion of the administration of self-regulatory

processes by national and state organizations is followed by a
situational analysis of the present status of the self-regulatory
processes.

6
Chapter IV draws from the self-regulatory experiences of other
professions in the United States in an attempt to establish the level
of advancement of the self-regulatory processes in the accounting
profession in relation to the other professions and to determine

if the other professions employ self-regulatory procedures which

could be adapted to meet the needs of accountants.

Chapter V presents an analysis of the self-regulatory processes

of the accounting profession in Great Britain, Canada, and Australia.
The purpose of Chapter V is to draw from their experiences ideas

which might benefit the accounting profession in the United States

and to determine the effectiveness of the self-regulatory programs in

the United States as compared to those of other nations.
Chapter VI contains a discussion of the problems involved in

self-regulation, draws conclusions about the current status of the
self-regulatory processes of the accounting profession, and makes

recommendations for improvements in these processes.

7

CHAPTER I
FOOTNOTES

1William J. Goode, "Community Within a Community: The Professions,"
The American Sociological Review, April, 1957, p. 198.
2
National Association of State Boards of Accountancy, The
Gathering Storm: Annual Report, 1975-1976, p. 4.
3
"FTC to Investigate Accounting Profession," The Journal of
Accountancy, May, 1977, p. 7.
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CHAPTER II

A REVIEW OF THE LITERATURE

The purpose of this chapter is to provide a review of the
literature pertaining to the self-regulatory processes of the

accounting profession.

While some of the literature in this area

has been of an empirical nature, more often the literature has
dealt in a descriptive way with a specific area of regulation.

There

are a few persons who have made extensive contributions to the litera
ture in this area.

In addition there are also many persons who have

occupied positions in the self-regulatory processes which have

enabled them to make unique contributions to the literature on self

regulation.

Still further there are other contributors who have

made single contributions to the literature regarding a single aspect
of self-regulation.

The contributions of all of these persons are

relevant to a comprehensive review of self-regulatory processes.
Major Contributions

Foremost among those authors, who must be especially noted for
their extensive contributions to the literature on self-regulation, is

John L. Carey, who compiled the history of the accounting profession
in the United States.

Nearly a decade has passed since the period

covered by Carey in The Rise of the Accounting Profession

.1 this
In

documentation of the development of the accounting profession Carey
provided background material on the development of licensing require
ments, continuing education, and ethics and discipline through 1969.

9

He noted the remarkable achievement of the profession in the establish
ment of the uniform CPA examination, and he also documented the efforts
of the AICPA toward the establishment of regulatory legislation for the

accounting profession, efforts which were difficult and often uncertain

in the face of opposition from many state societies.

Carey also

provided insights into the relationship of the AICPA with the state
societies and the development of that relationship.
Carey discussed the development of continuing education programs
and the efforts by the AICPA to gain acceptance of such programs as

well as the necessary financing for the initial development of the
programs.

He noted the original impetus for the creation of continuing

education programs, the end of World War II and the necessity for

returning veterans in the accounting profession to update and refresh
their skills.

In the area of ethics and discipline Carey provided a history of

the evolution of the ethics code and its increasing ability to deal
with the competence of accountants in applying the technical standards

Carey further expanded on the development of ethics in
2
Ethical Standards of the Accounting Profession, a comprehensive view

of accounting.

of the ethical issues concerning accountants.

This book, published

in 1966, was a revision of an earlier treatment of the subject,
3
Professional Ethics of Certified Public Accountants, published in 1956.
Since 1969, however, there have been many significant innovations

in the area of self-regulation.

The advent of mandatory continuing

education, the development of practice review programs, and recent
developments in ethics enforcement procedures all promise to have a

considerable impact on the accounting profession.

10
Carey also edited The Accounting Profession: Where Is It Headed?,

4

a summary of views on the future of the accounting profession which

was prepared by the AICPA Committee on Long Range Objectives.

This

study, published in 1962, set forth tentative objectives with the
intent of suggesting what the accounting profession should accomplish

by 1975.

Many of these objectives were related to the self-regulation

of the profession.

Among these objectives were the coordination of the

programs and activities of the state societies and the AICPA, the
encouragement of CPAs to continue self-improvement practices throughout

their professional careers, the achievement of uniform national standards

regarding licensure, the achievement of uniformity in ethics codes and
enforcement procedures.

These objectives set forth

in 1962 can now

provide a benchmark by which to measure the profession's progress in the
area of self-regulation.
Another man who made significant contributions to the literature
on self-regulation is Stephen Loeb.

Loeb's contributions cover all

areas of self-regulation, but his studies on ethics are particularly
In January 1972, a paper by Loeb, entitled "Enforcement
5
of the Code of Ethics: A Survey," appeared in The Accounting Review.

noteworthy.

The study concerned ethics enforcement in a large midwestern state.
Loeb examined records dating from the origin of the state society in
1905 and the state board in 1913 to 1969.

He found few cases reported

for such a long time span, 112 for the state society and 85 for the

state board.

Loeb classified the cases as offenses against colleagues,

offenses against clients, or offenses against the public.

He found

most of the cases could be classified as offenses against colleagues.

11
Loeb also reported the existence of a relationship between the
severity of the sanction imposed and the notoriety the case had

received, indicating a possible attempt to impress the public with

the self-regulation capabilities of the profession.

He noted the

absence of any correlation between the severity of punishment and

the number of times a practitioner had been previously sanctioned
for an ethical violation.

Loeb also found a relationship between

offenses committed against colleagues and newness to the profession
and a relationship between public offenses and length of time in the

profession, perhaps indicating a need for more education of young
accountants as to their responsibility to colleagues and a need

for continuing education for older accountants with regard to matters
relating to public responsibility.

In an earlier publication in The Journal of Accounting Research,

Autumn 1971, in a paper entitled "A Survey of Ethical Behavior in

the Accounting Profession,Loeb reported his findings on a study of
the ethical behavior of CPAs.

His findings indicated that ethics

violations as well as ethical attitudes are related to the size of
the firm in which the accountant practices.

Accountants in larger

offices showed greater adherence to the code of ethics and greater
acceptance of ethical codes.
In 1972, Loeb conducted another survey with Bedingfield entitled

"Teaching Accounting Ethics"7 which appeared in The Accounting Review
in October of that year.

Loeb and Bedingfield studied methods for

teaching accounting ethics in major universities.

They found that

only 12% of the respondents offered a course in business ethics and
that none offered a separate course in accounting ethics.

Auditing

12

was found to be the course in which ethics were most often covered

with the number of hours devoted to ethics ranging from zero to nine.

Loeb has also been a contributor to the literature on self
regulation in areas other than ethics.

In April, 1975, in conjunction

with Roger H. Hermanson and Martin E. Taylor, Loeb published the

results of a study entitled "CPAs Views on Mandatory Quality Review
8
by Outsiders" in the CPA Journal. Their findings showed 35% of the

respondents to be in favor of mandatory outside quality review and
53% of the respondents to be in favor of either mandatory outside
review of all firms or outside review of firms not having their own

internal review program.

No consensus was shown by the study on the

frequency of reviews, the responsibility for payment of reviews, or

the composition of the review team.
Another major contributor to the literature on self-regulation

is Abraham Briloff.

Briloff has been one of the accounting profession's

harshest and most vocal critics.

His articles and books have forced

the profession to recognize and consider its weaknesses and have pre

vented these weaknesses from being hidden from public view. Briloff‘s
g
two books, Unaccountable Accounting, published in 1972, and More
Debits Than Credits,10 published in 1976, are both scathing reports
of excesses and poor practices by the accounting establishment in the

United States.

Briloff dealt mostly with what he views as the failure

of Generally Accepted Accounting Principles to produce quality financial

statements, but he also examined the state of the disciplinary machinery
in the accounting profession.

He found the ethics enforcement proce

dures to be in a deplorable condition, ineffective and arbitrary in

judgment.

In Unaccountable Accounting Briloff cited the failure of the

13

AICPA Trial Board to effectively discipline members involved in many
of the notorious fraud cases of the 1960's and charged the Trial

Board with "swallowing camels, yet straining at gnats."

In More Debits Than Credits Briloff blamed the accounting
profession's current dilemma on the AICPA for its failure to fulfill

the self-regulatory obligations of a profession.

Briefly, Bril off

charged the AICPA with "abdicating its responsibility to insist that
its members be principled even while searching for the more effective
body of accounting principles."

Bril off also made some interesting proposals for the restoration
of credibility and confidence in the accounting profession and then in
corporate society generally.

Among these proposals were the assumption

of responsibility for the selection of the particular principles for a
particular entity by the attesting auditor rather than by management;

the prohibition of the independent attesting firm from engaging in
managment or tax services to any entity for which the firm performs the

attest function; the establishment of independent disciplinary apparatus
with adequate funding and full staffing; and a corporate accountability
commission, established by Congress to "assume the responsibility for

studying, determining, and promulgating standards pertaining to corpor
ate morality, antitrust and monopoly aspects, accounting and accounta

bility, and corporate tax policy" on both a national and multinational
scale.
Contributions From
Participants in the Self-regulatory Processes
Many meaningful contributions to the literature on self-regulation

have been made by persons who chaired or worked with the various AICPA

14

committees whose work involved self-regulation of the profession.
Among these contributors are Elmer Beamer, who chaired the Committee

on Continuing Education and the Committee on Education and Experience
Requirements for CPAs; Emmett Harrington, who served on the first

Practice Review Committee; William Bruschi, a member of the staff of
the AICPA since 1959; and Marvin Stone, former president of the AICPA,

who first proposed mandatory continuing education for accountants.

The 1969 Haskins & Sells Selected Papers published the text of a
speech by Elmer Beamer "Education and Experience Requirements for

Certified Public Accountants."11

In the speech Beamer explained the

deliberations of the Committee on Education and Experience Requirements

for CPAs and how they arrived at their decision to recommend increasing

educational requirements and dropping the experience requirement.

The

reasons for elimination of the experience requirement given by Beamer

were the impossibility of providing and regulating a uniform meaningful
experience requirement, the view of the experience requirement as a
handicap in attracting the best possible people to the profession, the
lack of evidence that those without experience were more guilty of

unintentional violations of rules of professional conduct, and the
desire to extend the responsibilities of holding the CPA certificate
to those accountants in other areas of practice.
Beamer, who also chaired the Ad Hoc Committee on Continuing

Education, provided insights into the development of mandatory con
tinuing education in an article entitled "Continuing Education - A

Professional Requirement"
in January 1972.

which appeared in the Journal of Accountancy

Beamer reported in this article that while some

negative responses to the proposal for mandatory continuing education

15
were very forceful, the Committee was convinced that the majority of

the profession favored a continuing education requirement.

Beamer

also reported that, at the time of their study, the committee considered
state regulation or legislation to be the best method of imposing the
continuing education requirement even though problems of uniformity
might arise.
Emmett Harrington provided a report on the first years of the

Committee on Practice Review, which became operational in 1962 as a

means of eliminating substandard reporting.

Two articles by Harrington

in Haskins & Sells Selected Papers 1965 and 1967, entitled "The Work
of the Practice Review Committee"

and "The Role of the Practice
13

Review Committee"14 respectively, indicate the types of cases most
often seen during the first years of the committee's existence.

Of

over 200 reports processed by 1967, the committee found the third
standard of reporting to be the most frequently violated with over 100

deviations.

Approximately 100 violations of the fourth standard of

reporting were noted, over 30 violations of the second standard of

reporting, and about 40 violations of the first standard were noted.

The work of the committee focused primarily on published statements as
it was more difficult to obtain unpublished statements.

The state

societies were urged to institute practice review programs which could

deal with unpublished statements.

By 1967 over half of the states had

initiated some sort of review program.

The committee described by Harrington was purely educational in
nature and was also limited to the review of reports submitted to it.
A need for a more comprehensive type of review which could be available

for advance consultation or for the review of an entire practice still

16
existed.

This need was recongized in early 1971 when the quality review

program was begun.

This program was described in an article by William

Bruschi entitled "The Institute's Local Firm Quality Review Program"15

which appeared in the March 1974 issue of the Journal of Accountancy.

Bruschi reported that the program was initiated to meet the needs

of CPA firms that could not maintain quality review mechanisms them
selves in the interests of increasing the competence of all practice

units in which the profession as a whole has a legitimate interest.

The

program became operational in 1973 when 58 reviews were conducted in 28
states.

Bruschi also authored a paper, "Issues Surrounding Qualifying
Experience Requirements,"16 which appeared in the Journal of Accountancy

in March 1969.

The paper provided background information on the develop

ment of experience requirements and the debate over their continuance.
Bruschi's position was that experience requirements are no longer needed
for their original intended purpose, to prepare candidates for entry
into the profession, and that a fifth year of accounting education would
be more beneficial.

Bruschi also stressed the need for uniformity in

licensing requirements.

Marvin Stone, who originated the idea of mandatory continuing
education for accountants when he was president of the AICPA, has also
been a contributor to the literature on self-regulation.

An article

by Stone entitled "The Arguments for Requiring Continuing Education by

Legislation"17 appeared in the Journal of Accountancy in January 1972.

The primary argument in this article was that most incompetence on the
part of CPAs is derived from ignorance rather than from willful wrong
doing and that compulsory continuing education could go a long way
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toward correcting substandard work of this type.

Another point that

Stone made was that unless CPAs devise a system to assure the public
of their fitness to practice, then someone else outside the profession
is likely to devise such a system.

Also Stone mentioned that a strong

compulsory education requirement might help stem a possible future
demand for periodic re-examination.
In an accompanying article entitled "The Arguments Against

Requiring Continuing Education,"

Harold E. Williamson set forth the

arguments against requiring continuing education.

His argument was

based on the contention that compulsory continuing education cannot

yield the desired result, to encourage CPAs to reach and maintain a

degree of competence.

Williamson viewed lapsing into incompetence as

a matter of choice and contended that if a CPA has specialized in an

area he is likely to use his 40 hour yearly course requirement on the
area in which he is already competent rather than using it to increase

his competence in other areas.

Williamson also argued that there are

many other avenues of achieving competence such as experience, self
study and seeking advice from colleagues.

The additional cost for

implementing and policing a mandatory continuing education program
provided an additional argument against mandatory continuing education.
However, Williamson's most impressive argument was his analogy that

requirements for continuing education in the teaching profession have

not been successful in eliminating incompetent teachers.
Williamson suggested some alternative solutions to the problem

of assuring competence.

They were the licensing of firms to demonstrate

that they have developed and maintained an adequate degree of competence
in the areas in which they practice; a requirement that in order for a
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CPA to express opinions on financial statements he must devote a
substantial amount of time to that area of practice; the development
of specialty designations within the accounting profession; and

periodic reexamination following continuing education which could
be offered in specialty areas.

Interestingly the arguments against

compulsory continuing education have not revolved around whether a

need exists to decrease incompetence in the accounting profession,
but merely the best way in which to achieve this objective.

Other Contributions
Other contributors to the literature on self-regulation have

examined the impact of continuing education programs.

In January

1972, papers from two of these studies appeared in the Journal of
The articles were entitled "Analysis of Participation
19
in Continuing Education"
by J.H. Smith, V.H. Tidwell, and V.C.
20
Lembke, and "CPAs Views of Required Continuing Education"
by

Accountancy.

Vincent C. Brenner and Robert H. Strawser.

In Soring 1971, Smith, Tidwell, and Lembke surveyed CPAs in four

midwestern states; Iowa, which had required continuing education, and
Kansas, South Dakota, and Minnesota, which did not.

They reported that

the average level of participation in continuing professional education

programs was 8.8 days per year, considerably above the Iowa requirement

and the AICPA Council recommendation of five days.

However, they also

found that one-fourth of practicing CPAs did not meet the minimum five
day requirement.

Their study also revealed other significant

relationships between participation in CPE programs and other identified
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characteristics of CPAs, but they were not consistent enough to predict

a CPA's level of participation in CPE programs.
In a similar study, Benner and Strawser surveyed CPAs selected at

random from the membership directory of the Institute.

Their findings

showed that most (65.7 percent of the respondents) CPAs favored manda
tory continuing education.

Their results also indicated that 63

percent (a figure considerably higher than the 1/4 reported by Smith,
Tidwell, and Lembke) of CPAs who responded to their questionnaire had

not met the five day continuing education requirement suggested in the

Council approved resolution based on their activities for the preceding

year.
In 1975, after several states had adopted compulsory CPE programs

and many states were involved in a formal voluntary program, Gordon S.
May conducted a survey of state societies to determine how much of

the increase in CPE program attendance could be attributed to the type
of CPE program established and to determine the level of CPA satis
May's study, entitled "Continuing
21 was published in
Professional Education - Required or Voluntary?,"

faction with these programs.

the August 1975 issue of the Journal of Accountancy.

His findings

indicated that while most programs increased attendance and satisfied

those attending, states with compulsory CPE legislation had greater
increases in attendance and a higher degree of CPA satisfaction than

states with voluntary CPE programs.
A study by David Pearson, reported in the January 1975 issue of

the Journal of Accountancy in an article entitled "Continuing Education:
A Meeting of the Minds?," 22 examined one of the most persistant problems
in self-regulation of the accounting profession.

Pearson reported on

the diversity among states with regard to coverage, hours required,
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reciprocity, qualifying subjects, programs, and reporting in continuing

education programs.

His findings indicated the existence of a large

amount of diversity which Pearson feels could produce a revulsion

against required continuing education in the future.
The reaction of CPAs and users of CPAs' services to the structure
and effectiveness of programs for upgrading CPA audit competence was

the topic of a doctoral thesis entitled Approaches to Maintaining and

Improving the Audit Competence of Certified Public Accountants: An
Analysis of CPA and Selected User Reaction by Lawrence A. Kreiser.

23

The thesis was completed in 1975 at the University of Cincinnati.
Kreiser surveyed members of the AICPA, the Financial Executives

Institute (FEI), the Institute of Chartered Financial Analysts (CFA),
and Robert Morris Associates (RMA).

Kreiser found that all groups

considered voluntary continuing education to be the least effective
program for maintaining audit competence.

Strict enforcement of the

code of ethics was also thought to be ineffective in maintaining
competence.

A required continuing education course received the

highest response from CPAs as the most effective competence upgrading
program.

CFA and RMA members considered a required assessment

examination program to be the most effective program for competence

upgrading: the FEI members favored a required minimum score reexami

nation program.

A majority of users agreed that specialty designations

for CPAs would benefit users, but there was no consensus from CPAs on
this question.

Kreiser also found a majority of users agreeing that

quality review boards should be structured to include membership from

outside the profession while a majority of CPAs were found to disagree
with this proposal.
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CHAPTER III
THE STRUCTURES AND PROCEDURES OF
SELF-REGULATION IN THE ACCOUNTING PROFESSION
In an examination of self-regulation in the accounting profession
it is first necessary to understand what independent processes are
available for regulation of the profession, how they have developed,

and how they are administered before attempting to develop a compre

hensive program of self-regulation.

The purpose of this chapter is

to examine the various self-regulatory processes, their history, and

their administration and to arrive at an analysis of their current
status.
The Processes of Self-Regulation

There are several basic approaches to self-regulation with

variations in the details of each one.

The processes may be used

separately or in conjunction with one another.

The major self-

regulatory processes considered here are licensure, professional

development, quality review, specialization, and ethics enforcement.
Licensure
One of the oldest and most widely accepted of the self-regulatory

processes is licensure.

In the past virtually every profession has

been allowed by society to set standards for controlling entry into

the profession.

The process of licensure has traditionally been

viewed as a measure which ensures that only those persons capable of

performing professional services are admitted to the profession,
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thereby protecting society from unqualified or incompetent practi
tioners and substandard professional services.
More recently, however, the right to restrict entry to the

professions has come under attack as being an elitist measure, the

main purpose of which is to prevent an overflow of entrants into the
profession, suppress competition, and maintain high prices for

professional services and high standards of living for those already

in the profession.

The existence of this view of the licensure process

is evidenced by the investigation into the entry requirements of all

the professions by the Federal Trade Commission1 and the increasing
pressure on legislators to justify the need for exclusionary licensing.2
Licensing requirements for professionals in the United States
are usually based on three standards; the completion of a specified
level of education, fulfillment of an experience requirement, and
successful passage of an examination.

In the accounting profession a

bachelor’s degree with a major in accounting and one to two years

experience is typical of the educational and experience requirements,

although the requirements vary between states.

The required examini

nation for licensure, the Uniform CPA Examination, is administered
nationally twice a year.

Successful completion of the three requirements entitled an indi

vidual to obtain a license to practice as a certified public accountant

(CPA).

The licensing process, while it excludes non-licensees from

using the CPA designation, does not always prevent the performance of
accounting services by non-CPAs.

The regulatory legislation regarding

exclusionary licensing, however, varies from state to state.
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The licensure process in the accounting profession, as in most

professions in the United States, is best viewed as a quasi-selfregulatory process.

While the accounting profession is instrumental

in setting forth standards for licensure, the final standards are
decided individually by each state legislature, and licensure is
granted by the State Boards of Accountancy.

The state boards are

generally composed of practicing CPAs which gives the profession

additional informal means of exerting its views on standards for
entry into the profession.

Traditionally, the entry standards must be met only at the time
of initial licensure.

Relicensure, until very recently, has been auto

matic on payment of an annual renewal fee and good conduct.

This type

of automatic relicensure may be becoming an anachronism due to
increasing pressure from many directions to maintain the competence
of professionals which has led to the implementation of mandatory

professional development programs in many states.

Professional Development
Professional development refers

to the maintenance of and the

increase in competence throughout one's professional career.

There

are many approaches to professional development including self-study,
self-assessment testing, consultation with colleagues, experience,

and continuing education programs.

Of these approaches, continuing

education programs have received the most attention as a formal process
for maintaining the competence of professionals.

The greater attention

devoted to continuing education programs can be explained by the fact
that the continuing education experience can be quantified and measured
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to some degree.

Courses can cover specified material, certain courses

can be required, the amount of time spent in courses can be specified

and measured, and the learning experience can be tested by examinination.

Unfortunately, none of the quantification methods is entirely

satisfactory in measuring the results of continuing education.

To

date, however, no satisfactory techniques have been developed to

measure the benefits of the other approaches to professional develop
ment either.

Continuing education programs may be either voluntary or mandatory.
Voluntary continuing education programs are little more than formalized

guidelines of a plan for professional development to be followed at
the practitioner's discretion.

Consequently, they are not considered

to be very effective in maintaining minimum levels of competence for
all practitioners3 and serve primarily to encourage those people who

are already inclined toward professional development on an individual

basis.

Mandatory or compulsory continuing education programs are linked
to the relicensure of professionals by state licensing boards or to

the renewal of membership in professional societies.

Such programs

require that a specified number of hours be spent in continuing
education courses each reporting period before the license or member

ship is renewed.

In the accounting profession the compulsory education

programs have usually been linked to state licensing as was recommended
by the AICPA Ad Hoc Committee on Continuing Education,4 but in other

professions, particularly the medical profession, the programs are
often linked to membership in the professional society.
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Usually the only requirement to be fulfilled is the number of
hours spent in courses, with little restriction on the areas covered
by the course and with no examination over the course material.
However, in some states the continuing education requirement can be

met by examination in lieu of coursework; and some of the medical
societies are beginning to require examination for recertification.
While mandatory continuing education programs are increasing in
number, their effectiveness is still being widely debated.

One of

the arguments in favor of mandatory continuing education, that it

would insure a minimum level of competence for accountants, has been

supported to a degree by the findings of Lembke, Smith, and Tidwell5
and those of Brenner and Strawser6 discussed in Chapter II concerning
the analysis of participation in continuing education programs.
The argument that learning does not necessarily accompany course

attendence has not been resolved.

Also another argument in favor of

mandatory continuing education, that mandatory continuing education
programs can reduce instances of substandard practice resulting from
ignorance, has not yet been adequately tested by the professions.

In the absence of assurrances that continuing education programs
do increase and maintain professional competence, the professions
are continuing to search for other techniques that may assist them

in meeting their obligation to provide competent service to the public.
One of these other methods is the use of quality review programs.
Quality Review

Quality review as a self-regulatory process is the review of

professional services and products.

While internal reviews have taken

place within accounting firms for many years, external review as a
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means of self-regulation is relatively new to the profession.

The

first external review program was created by the AICPA in 1962 and

was designed to review financial statements submitted to it.7 Since
then the concept of external review in the accounting profession has
grown rapidly in size, scope, and strength.

The review process now

shows considerable promise as an important technique in the future
self-regulation of the accounting profession.8

Possible anticipated

benefits of external review include increased public confidence in

financial statements, reduced legal exposure for the accounting

profession, improvements in operating procedures and technical pro

ficiency of reviewed firms, standardization of the auditing process
among auditing firms and a significant contribution to the development
of auditing standards and procedures.9

Two types of review are employed by the accounting profession.
The first type, practice review, is a review of financial statements

submitted for examination because of possible reporting deficiencies.

This type of review program has been operable for about 15 years and
is primarily educational in focus.

The second type, quality review,

is the review of an entire accounting practice to determine if its
auditing procedures and quality control measures are adequate.

This

second type of review has recently grown rapidly to include large firms
with SEC practices.

While still primarily educational in perspective,

this type of review program is becoming more powerful in its ability to
force adherence to standards.

Communication between review teams and

the ethics committee, which was once forbidden, has been instituted for

situations where noncompliance with standards is not corrected.

is also greater pressure to make public the results of reviews.

There
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The review process within the accounting profession is voluntary.

However, some of the larger CPA firms have been required to undergo
a review of their practices at the order of the SEC.10

Specialization
Specialization is another self-regulatory process used by many

professions.

While most self-regulatory techniques are aimed toward

increasing and maintaining competence, specialization has an additional
goal, increasing the profession's accessibility to the public.

De facto specialization exists in almost all professions; however,
not all professions recognize specialization formally.

The medical

profession uses specialty recognition extensively to both narrow the
field of practice and to inform patients of one's proficiency.

More

recently the legal profession has begun employing specialization in
several states toward increasing competence and accessibility.

The

accounting profession, however, has not yet employed any formal means
of identifying specialties even though de facto specialization is
generally acknowledged to exist in the accounting profession.

Specialization can be recognized through membership in separate
professional

societies as in the medical profession, by state licensing

boards as in the legal profession, by self-acclamation as also permitted
by some specialization programs in the legal profession, or by divisions

within a larger professional society.

The recognition of specialities

must include some means of communicating the specialty designation
which implies at least a limited degree of advertising.

Many profes

sionals fear such advertising would harm the professions, especially
the sole practitioners.

Additionally the AICPA code of ethics specifi-
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cally prohibits the indication of specialities.

New developments

following the Supreme Court Case of Bates vs The State Bar of

Arizona may remove this deterrent to specialization.11
Concern also exists among some accountants that failure by the

AICPA to grant formal recognition and accreditation to specialists
will result in their recognition by organizations forming new
professional groups.12

A survey of the several professional certifi

cation programs in accounting in 1972-73 provides some evidence to

support this concern.13

accounting knowledge.

Nine major examinations were found to test
Four of these, the Certificate in Management

Accounting (CMA), and the Certified Internal Auditor (CIA), the
Certified Public Accountant (CPA), and the Chartered Bank Auditor (CBA),

are predominantly accounting oriented.
Ethics Enforcement

An ethical code is one of the oldest and most basic of the selfregulatory techniques used by the professions.

An ethical code is set

down by the profession itself to provide high standards for professional

members.

Traditionally these standards are considered to be higher

than the common body of law would require.

A professional society has the responsibility for disciplining
members who violate the ethical code.

In the accounting profession

the AICPA and the state societies assume this obligation.

State

licensing boards are usually not concerned with ethical codes but deal
only with unlawful behavior.

In the past ethical codes have embodied standards relating

primarily to professional conduct.

However, recently the ethical codes
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have begun to contain standards relating to professional competence

as well.

These standards regarding the duty to perform competent

work based on the technical standards of the profession give the

ethical codes greater potential power in the regulation of practitioners.
However, the ethical code can only be as effective as the enforce
ment procedures supporting it.

The professional record on the enforce

ment of ethical standards has not been exemplary.

In the legal

profession, the Clark report14 found disciplinary action to be anti
quated and inadequate; in the medical profession disciplinary functions

have been considered lax;15 and in the accounting profession the ethics

enforcement process has been viewed as an ineffective means of

maintaining competence.16
In the past few years the accounting profession has undertaken a

remodeling of its enforcement procedures with the creation of the Joint
Trial Board.

The objectives of this new approach to ethics enforcement

are to eliminate duplication of efforts by state societies and the
AICPA, to obtain greater uniformity in the codes of ethics, and to

improve communication of disciplinary action between states and the
AICPA.

Summary
The main purpose of professional self-regulation is to insure
responsiveness to the needs of society.

More specifically the

profession must strive to maintain and improve the competence of its

practitioners and to insure their accessibility to the general public.
The major self-regulatory processes employed toward these ends are

1) licensure of professionals, 2) professional development programs,
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3) quality review programs, 4) specialty accreditation, and 5) ethics
enforcement.

Four of these have as their primary objective the

maintenance and improvement of competence; the fifth, specialty

accreditation, has as its main objective the insurance of accessibility.

However, specialization may also result in increased competence.

The

accounting profession currently employs some form of each process with

the exception of specialty accreditation.

History of Self-regulatory Processes

Licensure

The first state to pass a law licensing CPAs was New York in
1896.17

The law passed in New York was a permissive law providing

for the issuance of a certificate to practice as a Certified Public
Accountant, but not restricting the practice of public accounting to
CPAs.

Although the law provided for the examination of candidates,

it provided no education or experience requirement.

Other states

began to establish their own CPA laws so that by 1915 39 states had

enacted CPA laws.18

Unfortunately these laws were of varying quality.

The professional organizations, recognizing the problems presented by
weak CPA laws in trying to upgrade the profession, were loathe to have

to include members who were not CPAs or who had obtained their certifi
cates in states with very low requirements.

This diversity in prelim-

inay requirements was one of the major reasons for the creation of the

AICPA (known then as the American Institute of Accounting) in 1916.19

The American Institute severed its ties with the state societies and,
ignoring the state CPA certificate, established its own examination
for membership.

This proved to be the beginning of the Uniform CPA
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Examination, which is used by all the states today.

In 1917 the

Institute offered its own examination to the state boards for use
in their licensing processes, and by 1918 sixteen states were
.
.
20
cooperating with the Institute in the conduct of the examination.
Even after the introduction of the Uniform CPA Examination

educational requirements varied widely, and no state required more

than a high school diploma.

It was not until 1929 that New York

enacted a law requiring a bachelor's degree from a four year college

acceptable to the New York authorities with a major in accounting,

and this law did not become effective until 1938.21

Even today not

all states require a bachelor's degree although some states require
an additional year beyond the bachelor's degree, and the large
22
majority of candidates for licensing are college graduates.

Early state licensing laws placed greater emphasis on experience
requirements; however, these also varied widely from state to state.
23
New York
at one time required five years of experience in the

practice of accountancy, at least two of which must have been in the
employ of a CPA in active practice at no grade lower than junior
accountant.

Such stringent experience requirements gave no credit

for college education.

However, as higher level accounting education

grew, the experience requirements became less rigid.

The AICPA throughout its history has worked to achieve higher
admission standards to the profession.

The topic of entry standards

has been considered by several Institute committees, the most recent

of which was the Committee on Education and Experience Requirements
chaired by Elmer Beamer.

Its report,24 submitted in 1969, recommended

a five-year education requirement and abolition of the experience
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requirement.

A five-year education requirement was viewed by the

committee as necessary to study the expanding body of knowledge relating
to accounting.

Reasons given by the committee for abolishment of the

experience requirement were that it handicapped the profession in

attracting the best possible people, that lack of experience was not
found to be related to unintentional ethical violations, and that the

requirement worked to separate the various segments of the profession.

The committee expressed the hope that the five-year education require
ment could be achieved in all states by 1975.

met.

This goal has not been

Most states continue to require at least one year of experience,

and not all require even four years of college education.

Professional Development
The need for professional development programs in the accounting

profession became apparent at the end of World War II as a result of

three factors.

These factors were an increase in the demand for

accounting services, a widening in the scope of accounting services,

and an increase in the need for well-trained manpower.25

Many large

accounting firms began development of their own in-house programs,

but the smaller local firms were dependent on the AICPA for the

financing and administration of professional development programs.

Though the AICPA prepared educational materials for use in self study,
it did not sponsor

any formal courses until 1954.

course in report writing was offered.

In that year a

It was a modest success, but

was not offered on a broad enough scale.

There appeared to be a
26

demand for the courses, but the pace of development was too slow.
At this time Marquis G. Eaton became president of the AICPA.

One

of Eaton's major achievements was the reorganization of the Institute's
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continuing education program on a broader level, which could provide

training for staff accountants in smaller firms and professional

courses for practicing CPAs generally.

Under this new program course

material was prepared by the staff members of the AICPA with the courses

themselves administered by the state societies.

A fee was charged to

participants in order that the program might become self-supporting.
In 1958 an initial appropriation of $50,000 was made to launch the
27
program.
The program proved successful, and in 1976-77 68,500

persons participated in group study programs and 54,200 persons were
28
estimated to have participated in self-study programs.
The next major development in continuing education came in

1967.

At that time Marvin Stone, president of the Institute, proposed

that the accounting profession undertake a program of compulsory
29
continuing education.
The AICPA appointed an ad hoc committee

headed by Elmer Beamer to consider the desirability of required
continuing education and to study ways of implementing such a require
ment.

The Beamer committee, reporting in 1971, concluded that the

individual states, as a part of their licensing mechanism, were
presently the only instrumentalities that could effectively impose
and enforce mandatory continuing education.

The committee also

concluded that "in the public interest and the self interest of the
profession, action must be taken to require continuing education of
all CPAs."30
The Council of the AICPA 31 issued a resolution urging states to

institute a continuing education requirement by legislation or

regulation and to adopt the guidelines for such a requirement set
forth by the committee on continuing education.

These guidelines

36

envisioned a requirement of 120 hours or 15 days of acceptable
continuing education every three years.

In determining the accepta

bility of a program the overriding consideration was to be whether

the program constituted a "formal program of learning contributing
directly to the professional competence of an individual after he
has been licensed to practice public accounting."32

Among the

programs deemed to qualify were 1) professional development programs
of the AICPA and the state societies, 2) technical sessions at
meetings of the AICPA, the state societies and chapters, 3) univer

sity or college courses, 4) formal organized in-firm educational

programs, and 5) programs in other organizations.
Meanwhile in 1969 Iowa had instituted the first continuing
education requirement for accountants33
.

Since that time many more

states have instituted continuing education requirements for renewal

of practice certificates.

Currently 24 states have instituted

mandatory continuing education and seven other states are considering
mandatory continuing education legislation this year. 34
One problem which occupied the Beamer committee related to the
differences which might occur in state laws and regulations concerning

the implementation of continuing education requirements.

Unfortunately

their concerns over the lack of uniformity in state continuing education
legislation have been justified.

A study by David Pearson

in 1975
35

disclosed many areas of diversity in state continuing education laws.

This lack of uniformity presents a considerable obstacle to a
practitioner licensed in several states who is trying to meet the
continuing education requirements in each one.
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Another problem which concerned the Beamer committee was the

lack of any apparatus to recognize continuing education outside

the realm of organized programs.
to handle this problem.

Thus far only Florida has attempted

Its approach has been to provide a means for

the establishment of professional competence through examination in
lieu of formal continuing education courses.

Two other states,

Maryland and Michigan, have authorization for such an examination,
36
but have not yet implemented an exam.
Practice Review
The first practice review program was created in 1962 by the
AICPA Council.

Its purpose was "to encourage compliance with generally

accepted accounting principles and auditing standards and to eliminate,
insofar as possible, substandard reporting practices through education

and persuasion rather than by disciplinary action."

Under the
37

program a committee of nine members, entitled the Committee on Practice
Review was formed to review audit reports and opinions which might

involve substandard accounting practices and to communicate with the
accountant or firm signing the report.

reports submitted to it.

The committee only reviewed

Strictest confidentiality was observed, and

communication between the Practice Review Committee and the Ethics

Committee was forbidden.

In 1975 the By-laws of the AICPA were

modified to permit communication between the Practice Review
Committee and the Professional Ethics Division in cases of non-

cooperation or repeated substandard work.38

The committee dealt primarily with published reports, and state
societies were urged to establish their own practice review programs
to handle the review of unpublished reports.

Many states initiated
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review programs.

Some of these programs were unsatisfactory in meeting

the educational objective of practice review because they failed to
provide a procedure to insure the communication of the review findings

to the auditor.

Other states, however, instituted programs more

comprehensive than the Institute's.

These programs at the request of

the auditor and with the consent of the client extended the review to
the working papers. 39
Emmett Harrington's 40 experience on the practice review committee

led him to conclude that accountants were not giving adequate attention

to auditing procedures and reporting practices.

These areas were viewed

by Harrington as being the areas, to a greater extent than accounting
principles, which involved accountants in legal action against them.

Because the practice review committee only reviewed the audit report
and supplemental information furnished by the auditor, they were unable

to direct their attention to auditing procedures.

A need still existed

for a review procedure which could examine an entire practice.

Early

in 1971 such a program was created.
The Local Firm Quality Review Program had as its main purpose
meeting the needs of local single office CPA firms desiring to know if
their audit engagements were being conducted in accordance with the

customary practices of the profession.

The program was also viewed as

a means of reassuring the public of the determination of CPAs to render
quality service.The
41 scope of a review under this program entailed
a review of the overall audit practices of a firm with suggestions for
improvement and a review of completed individual audit and unaudited

statement engagements for technical competence, fairness of presenta

tion of financial statements in accordance with generally accepted
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accounting principles and reasonableness of the opinion expressed on

the statements.

Reviews were conducted by CPAs possessing current

expertise in auditing and review procedures.
The local firm program continued to observe strict confidentiality
as had the practice review committee.

In addition, reviewed firms were

prohibited from disclosing the fact that they had undergone a review.

The purpose of this prohibition was to prevent the connotation that a

firm had been approved or accredited as a result of having been
42
reviewed.
Response to the program was enthusiastic with fifty-eight
reviews conducted in the first year of operation.43

The program

currently remains essentially the same as when it was begun and con44
tinues in operation.
In April 1974, the AICPA Board of Directors adopted an extensive
quality review program for multi-office CPA firms. 45 The program was
similar in purpose, restrictions, and scope to the local firm quality
review program except that it was conducted on a larger scale.

The

cost for a review of a large multi-office firm was estimated to be
$104,500 to $158,000 compared to the $475 cost for a two day local firm
review. 46

In February 1976, an exposure draft was issued by the Committee
on Self Regulation for a new quality control review program for CPA
47
firms with SEC practices.
The exposure draft and the one following
48 made some significant changes in the previous
it, dated July 23, 1976,
multi-office review program.

Participants in the program could choose

the method of review from 1) a review team appointed by the committee,
2) a CPA firm engaged by the firm under review, or 3) some other form
of independent review satisfactory to the committee, such as an
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acceptable plan administered by a state society of CPAs.

Upon

completion of the review, the review team would prepare a short

report to the firm which at its option would submit the report to
the AICPA.

A review must be conducted every three years for the firm

to remain a participant in the program.

The Institute would maintain

a record of firms filing letters of intent and submitting reports on

results of reviews.
public on request.

These records would be made available to the
While the program is not intended to be punitive

in nature, in the event that serious violations of technical standards
are encountered during the review and the firm does not take appro
priate corrective action, the reviewers would not be precluded from

referring such information to the Institute's Professional Ethics

Division.

The July 23, 1976 draft revised the earlier draft to include

firms with general audit practices under essentially the same program

and provided for assistance to firms in organizing quality control
procedures and in preparing for participation in the Quality Control

Review Program.

The program was approved by the AICPA Council in

October 1976.

Since approval of the program the AICPA has established two

divisions of CPA firms, each with its own mandatory review program.

Under this new arrangement, the Voluntary Quality Review Program for
CPA firms will provide consulting reviews to firms which choose to have

a review but have elected not to join either of the new sections.

A

new senior technical committee on quality control standard will set

basic policies and procedures for all AICPA quality review programs.
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Specialization
The idea of specialization in the accounting profession first
received consideration in 1956 from the AICPA Committee on Long-Range
Objectives. 50 This committee proposed a plan for organizing members

into groups of common interest.

No action was taken at that time, but

in 1961 the ad hoc committee on sections was formed to study the matter.

The committee suggested the establishment of sections in the following
areas:

accounting for small business, tax accounting, management

accounting, administration of an accounting practice, financial report
ing of public corporations, and reporting to government agencies.

The

primary purpose of the sections proposal was to encourage more active
51 however, opponents of the
participation in Institute activities,
proposal argued that it would divide the profession. 52 Despite
indications that a large majority of the Institute's membership
favored the sections proposal, it was rejected by the council in 1962. 53

Also in 1962, the committee on Long-Range Objectives proposed that
advanced study and superior attainment by accountants be recognized by
the formation of an Academy of Accountancy within the Institute.

This

proposal was also rejected by the Council on the grounds that such a
program would favor members of national firms, that the program would

downgrade the CPA certificate, and that too many "charter members" of
the Academy would be admitted without formal tests. 54
No further formal action on specialization has been taken by the
AICPA.

However, the recent formation of two divisions of CPA firms

within the AICPA indicates a realization of the differing interests

within the profession.

A recent survey of Illinois CPAs indicates that

de facto recognition in the profession is pervasive.

Seventy-one percent
of all respondents identified themselves as function specialists. 55
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Ethics Enforcement

The enforcement of ethical codes has long been a major concern to
the accounting profession.

One of the reasons for the formation of the

American Institute of Accounting (later called the AICPA) was that the

predecessor organization, the American Association of Public Accountants,

was unable to act effectively to discipline members, because its

organization was such that action had to be taken by the state
...
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societies.
While the state societies would continue to be active in enforce
ment of state ethical codes, the Institute established procedures for

enforcement of its own ethical code.

The first charges against a

member were heard by the Council sitting as a trial board in 1917.
rn
The original disciplinary apparatus is described by John Carey:
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"The committee on professional ethics, consisting of five
members of the Council, elected annually by the Council, considered
complaints against members. If it found a prima facie case showing
violation of any bylaw or rule of conduct, or conduct discreditable
to a public accountant, the matter was reported to the executive
committee, which then summoned the member involved to appear in
answer at the next meeting of the Council. The entire Council,
then comprising about 40 members, sat as a Trial Board, and determined
the guilt or innocence of the respondent. Punishment was admonition,
suspension, or expulsion. A statement of the case and the decision of
the Trial Board, either with or without the name of the person
involved, was then prepared by the executive committee and published
in The Journal of Accountancy."
As the Institute grew in size revisions were necessary in this
procedure.

trial board.

It became impractical for the entire council to sit as a

In 1955, the by-laws were amended to remove limitations

on the size of the Ethics Committee and to eliminate the requirement
that members also be Council members.

divided among subcommittees.

The work of the committee was

A separate Trial Board composed of 21
59
present or former members of Council was formed.
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By 1961 , the workload has surpassed the capacity of even the new
Trial Board, and the by-laws were amended again to enable small panels

of the Trial Board to hear cases in different parts of the country and

issue penalties subject to review on appeal by the entire Board.

State societies continued to institute ethics proceedings
independently resulting in much duplication of effort and a lack of

uniformity in standards and sanctions.

Members were sometimes required

to appear on charges before the state society, the state board, and the
AICPA.

Often the findings were inconsistent with one another.61
In

the 1960's an effort was begun to achieve greater uniformity and

coordination between the state societies and the AICPA.

This effort

culminated in the approval of by-law provisions for the establishment
of the Joint Trial Board in October 1974.62

joint Trial Board

procedure provides for a court of original jurisdiction and an appellate

court.

The court of original jurisdiction is a regional trial board

consisting of at least 25 members.

There are twelve regions in the

Each regional trial board has original jurisdiction of
63
all matters referred to it by the Trial Board division.

United States.

The National Review Board consists of 36 practicing members of the

AICPA elected by Council.

The National Review Board has two ad hoc

committees, one to determine petition for removal of cases from
regional trial boards and another to determine petitions for review of
64
cases decided by Regional Trial Boards.
All states are represented

on the Regional Trial Boards, but not all states are participants in
In order to participate a state must agree to the handling
of ethical violations of common members on a joint basis. 65
the plan.
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The intent of the Joint Trial Board is to eliminate duplication
of effort and at the same time increase the efficiency of enforcement
procedures.

The state societies are more easily able to conduct

investigations and trials on the local level while the AICPA has
better resources for providing coordination and administration.66

As various operating problems in the enforcement procedure have
become apparent, the by-laws have been changed to correct them.

For

example, an amendment to the by-laws was approved providing for auto

matic suspension of membership in cases where the CPA certificate had
been suspended or revoked or where the CPA had been convicted of a

felony, thereby saving the expense and time of a formal hearing.

However, the member concerned may still request a review of the matter
by the Trial Board which may waive the suspension or termination of
membership in the presence of unusual circumstances.67

The Institute has continued to update its Code of Ethics when
needed and to issue interpretations of provisions of the code.

The

area of the code dealing with the adherence to technical standards has

been extended and interpreted to deal with the growing number of

technical standards and the greater expectations of society for
quality performance.

Unfortunately there are still some problems in ethics enforcement
which persist.

One of these is the lack of subpoena power making the

obtaining of documents sometimes difficult.

Secondly, the lack of

power by the AICPA in the licensing area decreases the effectiveness of
its enforcement procedures.

While an individual may be embarassed at

having his membership in the AICPA or state society terminated, such
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termination does not deprive him of the right to practice.

Thirdly,

the amount of time which trial board members have to devote to

extensive investigation is limited by the fact that service is

voluntary.
The Administration of Self-Regulation

The administration of self-regulatory programs has a large impact
on the effectiveness of the programs themselves.

When an administrative

body lacks the power to enforce the program the results of the program
are likely to be ineffectual in meeting their objective.

Therefore an

understanding of the bodies which are responsible for the administration

of self-regulatory programs is necessary to an analysis of the current
status and effectiveness of self-regulatory processes as well as to the
formulation of proposals for changes in such processes.
The self-regulatory processes in the accounting profession are

administered by four organizations.

These organizations are the

American Institute of CPAs, the State Societies of CPAs, the State

Boards of Accountancy, and the National Association of State Boards

of Accountancy (NASBA).

Three of these organizations, the AICPA,

NASBA, and the State Societies, are private professional groups.

The

State Boards of Accountancy are agencies of state governments, but they

are included as a self-regulatory body because of the predominance of

CPAs in their membership and because there is often a spirit of
cooperation between the State Boards and the State Societies.
American Institute of Certified Public Accountants

The AICPA is the major national professional association of CPAs

and the most important private group influencing the field of accounting.
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While the AICPA is not a qualifying body it is influential in setting
admission standards and technical standards for the profession.

Its

membership is composed of Certified Public Accountants throughout the
United States and its territories.

with that of the state societies.

The membership is not integrated
The primary qualification for

membership is possession of a valid and unrevoked CPA certificate
issued by a legally constituted state authority.69
The organization of the AICPA consists of members, the Council,

the Board of Directors, and numerous committees and boards.

The Council

is the governing body of the AICPA and is composed of over 200 members

representing each state and territory.

Due to its large size the

Council cannot effectively handle the daily affairs of the Institute.
The day to day management and control of the AICPA is left to the Board

of Directors whose composition is prescribed by the Council.70
Various committees or boards are appointed by the chairman of the

Board or provided for by the by-laws or the Council to function in the
various areas of interest to public accounting.

Four of these

committees are designated by the by-laws as permanent committees, and

three of these four, the Professional Ethics Division, the Trial Board,

and the Board of Examiners, are concerned with self-regulatory matters.
The Professional Ethics Division governs procedures to investigate

potential disciplinary matters involving members and arrange for

presentation of the case before the Trial Board, interpret the Code
of Ethics, and propose amendments thereto.

The Trial Board adjudi

cates disciplinary charges against members and is the final arbiter

on disciplinary matters for the Institute and its members.

The Board
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of Examiners supervises the preparation and grading of the Uniform

CPA Examination.

In addition to these permanent committees the

Institute maintains other committees which are also concerned with
the internal regulation of the profession.71
The national character of the AICPA enables it, more than state

organizations, to contribute greatly to the advance of uniformity in

accounting self-regulatory programs.

However, due to its private

nature, the AICPA often lacks the power to implement uniform regu
lations itself.

These limits of enforcement powers which are

characteristic of private organizations are apparent in the areas of
continuing education, ethics enforcement, and other self-regulatory

programs which must be administered on the local level.

Despite this

lack of power, the AICPA has been extremely important in the development

of self-regulatory programs.

Much of the research necessary for the

development of self-regulatory programs in every area
provided by the AICPA.

has been

The organization has provided research on

admissions standards, has developed and graded the Uniform CPA exami
nation for many years, has developed the continuing professional
education program and worked to have the CPE requirements passed by the

states, has developed the practice review program and the quality review
programs, and has studied the problems of ethics enforcement leading to
the development of the Joint Trial Board.

Thus by virtue of its

extensive research facilities and its lobbying activities, the AICPA
has spurred the development of self-regulatory processes in the
accounting profession.
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State Societies of CPAs
The state societies of CPAs are private organizations.

They are

not integrated with the state boards of accountancy although they may

have a close working relationship with each other.

Neither is the

membership of the state societies integrated with that of the AICPA.

However, there is usually coordination between the programs and

activities of the state societies and those of the AICPA.

Many of the programs developed by the AICPA depend on successful
implementation by the state societies.

The state societies administer

professional development programs prepared by the AICPA; many state

societies run practice review programs which are more accessible to

review unpublished statements and small local firms.

State societies

are also in closer contact with local situations which may arise as

ethical problems and may be better able to conduct investigations

into complaints filed against practitioners.

Many state societies, lacking the wherewithal to research and
develop extensive self-regulatory programs independently, depend on

the AICPA for such tasks as these.

This symbiotic relationship is

one which offers increased benefits and reduced costs to both the

state societies and the AICPA.
The state societies are somewhat limited in the effectiveness

of their programs in the same way that the AICPA is limited, by being

private organizations without control over licensing in the profession.

State Boards of Accountancy
The State Boards of Accountancy are the official state licensing

bodies.

They are empowered by the state legislatures to make regu

lations controlling the practice of public accounting.

Among their
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powers are the power to license accountants, the power to discipline

accountants by deprivation of the right to practice, and in some states
the power to implement continuing education requirements necessary for
retention of the license to practice.

Within this power, the more specific duties of the State Boards
of Accountancy are to administer an appropriate qualifying exami
nation (since 1962 all states use the Uniform CPA examination),

evaluate the results of such an examination, assess the educational
qualifications and experience presented by each candidate and evalu
ate the qualifying experience of each candidate.

The state boards

are also entrusted with evaluating continuing professional education

and verifying CPE reports.

The state boards are also expected to

enforce the profession's rules of conduct particularly those which

involve illegalities and affect the public interest, to investigate

charges and to take the proper disciplinary action to protect the
public.

Although State Boards of Accountancy are state agencies, state
legislation often requires that positions on State Boards are filled

by Certified Public Accountants, thus leading to the consideration

of state boards as self-regulatory agencies.

This arrangement, which

is based on the consideration that only a professional has the exper
tise to judge another's qualifications to practice, is being questioned

in several states by consumer groups and legislators who feel that

state boards composed of professionals do not sufficiently represent
the interests of the consumer.

Currently only eleven states have

public members on their state boards, and in these states lay members
rarely constitute over 20% of the board members.72

Some states in
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response to consumer and legislative demand are even considering
abolition of the State Boards of Accountancy and their replacement
by an umbrella licensing agency which could serve all the professions.73

Other states are taking steps to increase lay membership to a majority

or a totality of the board.

In California, Governor Edmond G. Brown,

Jr. recently appointed sixty lay members to state licensing boards as

a step toward placing regulatory boards under the control of lay
members.74

National Association of State Boards of Accountancy

Although the State Boards of Accountancy are independent of one
another and may not delegate their authority, they are loosely bound

together in a national organization, the National Association of

State Boards of Accountancy (NASBA).

The purpose of NASBA is to

provide services which help coordinate the activities of the state
boards or which would not be economical for the state boards to

provide individually.

Until 1972, NASBA was a loose association of individuals maintained
by volunteers.

At that time the NASBA board of directors realized

that in order to increase its effectiveness NASBA required a full-time
staff and director.

Thus NASBA hired a director and embarked upon a

five year fund raising program at the end of which time it was antici

pated that the organization could become self-sustaining.

Although it

appears that the fund raising program will terminate on time,75 NASBA

has been severely criticized in the Metcalf report for being linked
too closely financially with the AICPA and the large accounting firms
to act as an effective voice for the State Boards of Accountancy.76
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Among NASBA's current activities77 is an audit of the CPA
examination process conducted at the request of the AICPA, the purpose

of which is to assist the State Boards in assessing the quality and

content of the examination and assuring that the examination meets
state licensing requirements.

Also NASBA is engaged in the develop

ment of a program to assist unsuccessful CPA candidates in identifying

their deficiencies on the CPA examination.

Under this program

unsuccessful candidates are invited to attend a review of their

examination with a qualified instructor.

By August 1976, fifteen

states were participating in the program, and 97 percent of the

participants evaluating the program said that it should be continued.78
NASBA also participates in aiding the states in evaluating educational

and experience requirements.

In May 1976, NASBA's committee on

qualifying experience sponsored the first "National Conference on
Qualifying Experience" which was attended by fifty participants from

thirty states.

The participants at the conference agreed by a large

majority that an experience requirement to practice public accountancy

was desirable, that NASBA should develop guidelines for evaluation

and verification of experience, and that the guidelines should provide
for experience in government and industry.

The participants also agreed

by a majority that a two tier system which applied the experience

requirements only to the permit to practice would be desirable.

In

view of this positive response the committee currently is studying the
purpose of qualifying experience, developing criteria for evaluation

and verification of experience, and studying the feasibility of a two
tier system.79
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Another NASBA committee is studying state board CPE reporting
practices and verification procedures and developing uniform reporting
80
forms and procedures to be used by state boards.
81
NASBA's committee on ethics, quality control, and enforcement
is currently working on the development of a model code and a detailed

quality control and enforcement program to assist state boards in
their disciplinary efforts.

The committee also staged a mock disci

plinary hearing at NASBA's annual meeting because with the rotation

of state board members many had not seen or participated in disciplinary
hearings previously.

During the five years since its reorganization NASBA has moved
toward examining many of the problems which confront state boards of

accountancy in their self-regulatory efforts.

It may be expected

that NASBA will have a very significant part in the future development

of self-regulation in the profession.
The Current Status of Self-Regulatory Processes

In order to determine to what extent and how effectively the states

are currently involved in the self-regulatory processes data was
gathered on self-regulatory programs in each state.

The data includes
information obtained from the Accountancy Law Reporter, 82 the AICPA,

and a survey which was sent to state societies.

The state societies

were asked questions regarding licensing, professional development
programs, review processes, and ethics enforcement in their states.

Twenty-three states responded to the questionnaire.

Summaries of the

information gathered are displayed in Exhibits I through XIV.
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The educational and experience requirements of the respective

states as shown in Exhibits I and II indicate that the accounting
profession has not yet achieved the goals for entry standards
recommended by the AICPA Committee on Educational and Experience
Requirements for CPAs in 1969,83 which suggested a five year course

of study and the elimination of the experience requirement.

However,

the number of states which reduce experience requirements for
candidates holding a master's degree (23) indicates a realization on

the part of the state licensing boards that formal education can
replace practical experience, at least to a degree, in the granting

of initial certification.

Thus the possibility of the minimum

educational requirement being raised to five years should not be

disregarded particularly with the advent of professional schools of
accountancy.

Hawaii indicated in its survey response plans to raise

its minimum educational requirement to a master's degree and eliminate

its experience requirement in 1978.

Colorado has also adopted and

New York has proposed provisions for extension of the education
requirement to five years of advanced accounting education. 84
The type of experience required by the states (Exhibit III) may

be of some concern to those people who would like the AICPA to
represent all areas of accounting.

Although only 17 states accept

only experience gained in public practice, other states, which accept

governmental or industrial experience, often raise the duration of

the experience requirement when it is to be met by experience gained
in these positions.

Conditions such as the above may discourage or

prohibit persons who do not plan to practice public accounting from

obtaining the CPA certificate thereby precluding their participation
in the AICPA.
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Exhibit IV indicates the progress being made in the continuing
education area.

Twenty-four states currently have adopted continuing

education requirements by state statute or board regulation, two more

states have adopted continuing education requirements for state society

membership, and in fourteen states the state society is in favor of

adoption of continuing education requirements by statute or regu
lation.

Thus 40 of 51 states either have taken or are anticipating

The

taking positive action on continuing education requirements.

current status of continuing education programs represents considerable
progress since 1971 when compulsory continuing education was first

recommended by the Beamer committee,85 although all the programs are
not yet in a full operational state as shown by Exhibit V.
The AICPA and NASBA have conformed their standards relating to

continuing education programs in all substantive respects.

However,

discrepancies in administrative details and actual requirements
continue to exist among the states.

The discrepancies in reporting

dates and in the frequency of reports can be seen in Exhibit V.

The

differences in types of continuing education experiences accepted

toward meeting continuing education requirements is evident in
Exhibit VI.

With some reporting dates being as much as six months

apart, with some states requiring annual reporting and other states
requiring biannual or triannual reporting, with credit given for
varying experiences by different states, and with the disallowance of
carryovers in some states, a hardship may be imposed on practitioners

trying to satisfy requirements in more than one state.
The differences which continue to exist in the actual hourly

requirements are shown in Exhibit VII.

While most states are in
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agreement with the average 40 hour/year requirement suggested by the
AICPA and NASBA, some states have much more lenient requirements.
These discrepancies may prove to be more than just inconvenient to

the practitioner meeting requirements in two or more states.

Discrep

ancies of this type may be misleading to the public particularly in
states with low requirements.

The meeting of a uniform standard for

yearly continuing education requirements might help improve the image

of continuing education programs in the public mind.
Exhibit VIII, which shows the average percent attendance from

April 1976 to March 1977 in continuing education programs classified

by type of program, indicates that mandatory continuing education

requirements have a marked effect on program attendance.

The exhibit

also indicates that continuing education requirements imposed by
statute or regulation are more effective in increasing program
attendance than those continuing education requirements which apply

only to state society membership because practitioners may be
licensed to practice without belonging to the state society.

Whether

such an increase in program attendance is accompanied by a like

increase in competence has not yet been adequately determined.

Such

a determination is dependent on some provision for testing the results
of continuing education programs.

Currently only three states, Florida,

Maryland, and Michigan, have authorization for any type of testing in
conjunction with their continuing education programs, and to date these

have been used only in Florida to enable practitioners

to meet the

continuing education requirement by testing instead of taking courses.

Exhibits IX through XII indicate the status of review programs
in the various states.

From the responses obtained (Exhibits IX and
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X) the concept of review appears to have not yet achieved the accep
tance among the states that continuing professional education has
achieved.

However, the review of reports and particularly of audit
The AICPA review programs are

practices is a much newer concept.

themselves of very recent origin, the AICPA has not yet proclaimed

a policy statement in favor of any type of compulsory review, and
the review process is considerably more expensive than continuing

professional education programs.

Only about half of the responding

states report the existence of review programs of any kind (Exhibit IX)

none of which are mandatory (Exhibit X), and less than half the states

responding permit communication by the reviewers with the ethics

committees (Exhibit XI).

However, given time for greater acceptance

of the concept and response to public sentiment and demands, the
states seem likely to adopt more extensive review programs and

requirements and possibly some type of compulsory review.

Exhibit XII

indicates that some states are already considering such action.
The status of the joint ethics enforcement plan as regards

participation by the states is shown in Exhibit XIII.

As of

August 1, 1977, thirty-three state societies had passed the by-laws

and signed the enabling agreement to participate in the plan.

Seven

more states had passed the by-laws but not yet signed the formal
agreement.

In one state the by-laws were in process.

In seven more

states the state societies were actively considering passage, and

three states were deferring action.

Perhaps most significant is the

fact that no state has yet decided not to participate in the joint

ethics enforcement plan.

Most of the state codes of ethics are in

agreement with the AICPA code of ethics in all substantial respects,
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and the stage seems to be set for a national effort in ethics
enforcement.

The need for such a coordinated effort is indicated by

the responses obtained to a section of the survey of state societies
regarding practices relating to ethics enforcement.

Exhibits XIV

through XVIII show the lack of uniformity which has existed among

states regarding various policies on ethical matters.
Thirteen states reported that an ethics examination is administered

as a part of the licensing process; nine states reported that no ethics
examination is administered; and one state gave no response.

The state

societies were also queried on the types, numbers, and disposition of

ethics cases which have come before the ethics committee over the past
seven years in order to determine whether most cases occurred as a

result of violations directed against clients, colleagues, or the
public, and the disposition of each type of violation.

only six states responded to the question.

Unfortunately,

Of the seventeen states

not responding, ten states gave no reason, one state cited confi
dentiality as a reason not to respond, and six states reported that

they were unable to respond due to the absence of records of ethics
committee action.

Of the six states reporting, with approximately 5000 practicing

CPAs in those states, only fourteen cases (.3%) were reported for the
years 1970-1976.

Of these cases, one involved a violation against

a client, seven involved violations against colleagues, and six

involved violations against the public.

Sanctions for violations

against the public and clients appeared to be stronger, resulting in

suspension in six of the seven cases.

The remaining case was reported
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to be pending.

In cases involving violations against colleagues, five

were reported pending, one charge was dropped, and one resulted in an

acquittal.
The ethics enforcement process at the state level does not appear

to have been very active in the recent past.

The small number of cases

reported, the number of states not responding, and the number of states
which reported no stated policy with respect to a variety of likely

situations are indicative of a weak and/or uncoordinated enforcement

process.

Perhaps the Joint Trial Board can remedy this situation.

It

is encouraging that so many states are participating and do possess a

uniform code of ethics on which to proceed.
Exhibit XIX indicates the composition of the state boards of
accountancy.

The state societies of accounting are expected to be pro

fessional organizations composed only of CPAs, but the state boards of

accountancy exist to protect the public interest and regulate the pro
fession.

Recent criticism has been heard that the state boards cannot

effectively perform these functions when all the board members are also

members of the profession which they regulate.

As Exhibit XIX shows,

only eleven states currently have public members serving on their
state boards of accountancy.

While the argument that only profes

sionals have the knowledge to regulate and judge other professionals
has some validity, the addition of public members to the state boards

of accountancy might serve to answer the above criticism and better

serve the public interest.

At the same time the benefits gained by

having professionals regulate other professionals would continue to
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be obtained.

In some instances, the addition of public members to

the state boards could serve to save the existence of the state board
itself.

Although state programs have developed considerably in recent
years, the states continue to be dependent on the AICPA for the

development of new programs and the origination of new ideas in
self-regulation, as indicated by the modeling of most state programs

after already existent AICPA programs and by the comments of several
state societies surveyed.

At the national level the profession is currently being spurred

on in the development of more comprehensive and stronger self-regulatory programs by the Metcalf and Moss congressional committee hearings.86
The area in which the most change is taking place is quality review.

The quality review program which the AICPA had been developing was
criticized rather harshly by the Metcalf report as being too secretive

and not independent.87

The profession is currently revising this

program and others to meet the criticisms of these committees.

In September 1977, the AICPA passed a proposal which would group
firms within the AICPA into two divisions, one for firms with SEC
practices and the other for firms whose clients are privately owned

companies.

Firms may choose to belong to either or both divisions

provided they meet the requirements.

In the SEC division a mechanism

is being established for overseeing and publicly reporting on the
operations of the division.

Requirements for membership in the SEC

division include mandatory periodic peer review, continuing profes

sional education, adherence to a defined scope of services, public

reporting by firms, rotation of audit personnel, more extensive review
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of audits, and methods of encouraging SEC company clients to
establish audit committees and codes of conduct.88
Such provisions as those requiring periodic review with public

reporting should considerably increase the strength and potential
of the quality review process and should result in the rapid growth

of these programs.

In addition, the division of the AICPA into two

groups, suggests that the profession is moving toward greater
recognition of specialties.

The recognition of specialties would

also be enhanced by recent proposals to modify advertising and

soliciting rules, proposals which in light of the Supreme Court
decision in Bates vs. Arizona will almost certainly become operative.
In addition, other measures were also passed by the AICPA in

response to congressional criticism.

These include the addition of

public members to the AICPA board of directors, opening the meetings

of the AICPA Senior Committees and Council to the public, forming a

new senior committee to review standards for accounting and review
services, and requiring publication of names of all AICPA members
found guilty of charges in trial board hearings.90

Once such changes are made at the national level, in all likeli
hood they will filter down to the state level and be applied to
programs there.

The filtering process is slow, as indicated by a

comparison of survey results with the progress desired by the AICPA;

however, changes should continue to be seen gradually at the state

level as state programs are brought in line with national policy and
public sentiment.
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EXHIBIT I
MINIMUM EDUCATION LEVELS REQUIRED BY STATE
STATUTES FOR LICENSING AS A CPA

STATE

NONE

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania

HIGH SCHOOL
DIPLOMA

2 YEARS
COLLEGE

BACHELOR’S
DEGREE
X

X

X

X
X

X
X

X

X
X
X
X
X
X
X
X
X
X
X
X
X

X

X
X
X

X

X
X

X
X

X
X
X
X
X

X
X
X

X

MASTER'S
DEGREE
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STATE

NONE

HIGH SCHOOL
DIPLOMA

2 YEARS
COLLEGE

Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont (NS)
Virginia
Washington
West Virginia
Wisconsin
Wyoming

BACHELOR'S
DEGREE

MASTER'S
DEGREE

X
X
X
X
X
X
X
X
X
X
X

(NS) - Minimum education requirement not specified in state statute.

Data compiled from Commerce Clearing House:

Accountancy Law Reporter.
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EXHIBIT II

STATE EXPERIENCE REQUIREMENTS* FOR
LICENSING AS A CPA
AT VARIOUS EDUCATION LEVELS

STATE

NONE

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Mary land
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Negraska
4 years
Nevada
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
4 years
Ohio
Oklahoma
Oregon
Pennsylvania

HIGH
SCHOOL

2 YEARS
COLLEGE

4 years
4 years

4 years
4 years

3 years

5 years

3 years

4 years

BACHELOR'S
DEGREE
2 years
2 years
2 years
2 years
3 years
1 year
2 years
2 years
2 years
1 year
2 years
1 year
1 year
1 year
3 years
3 years
2 years
2 years
1 year
2 years
none
3 years
2 years
2 years
1 year
2 years
1 year
2 years
2 years
2 years
3 years
1 year
2 years
2 years
none
2 years
none
2 years
2 years

MASTER'S
DEGREE
same
same
1 year
1 year
same
none
same
1 year
same
none
1 year
none
same
same
same
3 years
none
1 year
same
1 year
same
2 years
same
1 year
same
same
same
same
1 year
1 year
same
same
1 year
1 year
same
1 year
none
1 year
1 year

*Pertains to experience gained in public practice only as requirements
fulfilled in government, industry, or teaching positions may be longer
than those fulfilled in public practice.
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STATE

Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

NONE

HIGH
SCHOOL

2 YEARS
COLLEGE

BACHELOR’S
DEGREE
2
2
1
2
2
2
2
2
1
2
3
3

years
years
year
years
years
years
years
years
year
years
years
years

MASTER'S
DEGREE

1 year
same
same
1 year
1 year
1 year
same
same
same
same
same
same

Data compiled from Commerce Clearing House, Accountancy Law Reporter.
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EXHIBIT III
TYPE OF EXPERIENCE ACCEPTED
TOWARD MEETING EXPERIENCE REQUIREMENTS

Number of States
Accepting

Public Practice

51

Public Practice Only

17

Government

34

Industry

13

Teaching

6

Data compiled from Commerce Clearing House, Accountancy Law Reporter.

EXHIBIT IV
STATUS OF CONTINUING EDUCATION PROGRAMS
AS OF JULY 1977

STATE

X
X

X
X

Voluntary CPE
State Society
Program

State Society
Favors Adoption of
CPE Requirements
by Statute or
Regulation

X
X

X

X

X

X
X
X
X
X

X
X

X
X

X
X

X

X
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Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware (NP)
District of Columbia
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana (NP)
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts (NP)
Michigan
Minnesota
Mississippi
Missouri

Continuing Education
Required by Statute
or Regulation

CPE Adopted
by State Society
as Membership
Requirement

X
X
X

X
X

STATE

Montana
Nebraska
Nevada
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

Continuing Education
Required by Statute
or Regulation

Voluntary CPE
State Society
Program

CPE Adopted
by State Society
as Membership
Requirement

State Society
Favors Adoption of
CPE Requirements
by Statute or
Regulation
X

X

X
X
X
X

X
X
X
X
X
X

X
X

X
X

X

X

X

X

X

X

X

X

X

X
X

X
X

Data obtained from AICPA, Division of Continuing Education.
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(NP) - No program either mandatory or voluntary is operable at this time nor does the state society
favor adoption of continuing education requirements by statute or regulation at this time.
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EXHIBIT V

STATES HAVING CONTINUING EDUCATION REQUIREMENTS
BY STATUTE OR REGULATION, FIRST REPORTING DATES,
AND FREQUENCY OF REPORTS
STATE

Alabama
Alaska
California
Colorado
Florida
Georgia
Hawaii
Iowa
Kansas
Maryland
Michigan
Minnesota
Nebraska
Nevada
New Mexico
North Dakota
Ohio
Oregon
Pennsylvania
South Carolina
South Dakota
Vermont
Washington

FIRST REPORTING DATE

FREQUENCY OF REPORTS

October 1, 1975
-1976December 31, 1974
December 31, 1974
December 31, 1974
December 31, 1979
November 30, 1974
December 31, 1976
June 30, 1975
December 31, 1978
September 30,1978
Not yet determined
December 31, 1975
December 31, 1975
December 31, 1979
June 30, 1974
November 15, 1975
July 1, 1976
-1981July 1, 1976
July 1, 1974
June 30, 1978
June 30, 1977

annual
biannual
biannual
annual
annual
biannual
annual
annual
annual
annual
annual

Data obtained from Commerce

Clearing

annual
annual
annual
annual
triannual
annual
biannual
biannual
annual
biannual
annual

House, Accountancy Law Reporter.
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EXHIBIT VI
TYPES OF QUALIFYING PROGRAMS IN
CONTINUING EDUCATION PROGRAMS

Of 20 States Which
Have Stated Qualifying
Programs, The Number
Accepting Each Type

AICPA and State Society Programs

20

Other Organizations' Programs

20

University and College Courses

20

In-firm Programs

20

Correspondence Programs

20

Self Study

20

Instructor Service

20

Technical Committee Service

6

Practice Review

1

Articles and Books

16

Data compiled from Commerce Clearing House, Accountancy Law Reporter.
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EXHIBIT VII

SPECIFIC CONTINUING EDUCATION
REQUIREMENTS OF EACH STATE

STATE

Alabama
Alaska
California
Colorado
Florida
Georgia
Hawaii
Iowa
Kansas
Maryland
Michigan
Minnesota
Nebraska
Nevada
New Mexico
North Dakota
Ohio
Oregon
Pennsylvania
South Carolina
South Dakota
Vermont
Washington
Wyoming

HOURS REQUIRED
96 hours in 3 years preceding renewal
Not yet determined
80 hours every 2 years
120 hours every 3 years
90-120 hours every 2 years
60 hours every 2 years
40 hours every year
120 hours every 3 years
40 hours every year
40 hours every year
10 hours each year until 1978
then 40 hours each year
Not yet determined
15 days (120 hours) every 3 years
80 hours every 2 years (at least
24 hours each year)
120 hours every 3 years
120 hours every 3 years
120 hours every 3 years
40 hours every year
80 hours every 2 years
40 hours every 2 years
96 hours every 3 years
80 hours every 2 years
120 hours every 3 years
120 hours every 3 years

ANNUAL BASIS

32 hours
40
40
30
30
40
40
40
40

hours
hours
hours
hours
hours
hours
hours
hours

40 hours

40 hours
40
40
40
40
40
40
20
32
40
40
40

hours
hours
hours
hours
hours
hours
hours
hours
hours
hours
hours

Data compiled from Commerce Clearing House, Accountancy Law Reporter.
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EXHIBIT VIII

AVERAGE CONTINUING PROFESSIONAL EDUCATION
PROGRAM ATTENDANCE BASED ON STATE SOCIETY
MEMBERSHIP FOR THE PERIOD FROM APRIL 1976
TO MARCH 1977

TYPE PROGRAM

AVERAGE
PERCENT ATTENDANCE*

States with mandatory
continuing education
requirements in effect

109.25%

States with voluntary
continuing education
programs in effect

50.86%

States with no
continuing education
program in effect

38.30%

States with mandatory
continuing education
programs for society
membership only

97.85%

*based on data collected and furnished by the AICPA.
Since some
CPAs who must meet the continuing education requirements may not
be members of the state society, it is possible for the percent
based on society membership to exceed 100 percent.
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EXHIBIT IX
REVIEW PROGRAMS OF THE STATE SOCIETIES
(22 States Responding)
Number of
State Societies
Reporting

Practice Review Program

11

Quality Review Program

1
10

No Review Program

EXHIBIT X
TYPES OF REVIEW PROGRAMS
(12 States Responding)
Number of
States Reporting

Voluntary Program

12

Compulsory Program

0

Compulsory Program Being
Considered

3

Data based on Survey of State Societies of CPAs.
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EXHIBIT XI

COMMUNICATION WITH ETHICS COMMITTEES
(9 States Responding)
Number of
States

Allowed

4

Prohibited

5

EXHIBIT XII

CONSIDERATION BEING GIVEN TO THE
INSTITUTION OF NEW REVIEW PROGRAMS
(22 States Responding)
Number of
States Reporting

Practice Review
Being Considered

6

Quality Review
Being Considered

6

Compulsory Program
Being Considered

3

Data based on Survey of State Societies of CPAs.

EXHIBIT XIII

STATUS OF JOINT ETHICS ENFORCEMENT PLAN
AS OF AUGUST 1, 1977

STATE

Passed By-laws
But No Formal
Agreement as Yet

By-laws in
Process

State Society
Actively
Considering

State Society
in a Wait and
See Posture

State Society
Has Decided NO

X
X
X
X
X

X

X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X
X

X

X

X
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Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
D.C.
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri

Passed By-laws
and Signed
Agreement

STATE
Montana
Nebraska
Nevada
New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

Passed By-laws
and Signed
Agreement

Passed By-laws
But No Formal
Agreement as Yet

By-laws in
Process

State Society
Actively
Considering

State Society
in a Wait and
See Posture

State Society
Has Decided NO

X
X

X

X
X
X

X

X

X
X

X

X
X
X
X
X
X

X
X

X
X

X

X
X
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Data obtained from the AICPA.

X
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EXHIBIT XIV
PUBLICATION POLICY OF DISCIPLINARY ACTION
(20 States Responding)

Number of
States
Newsletter Publication

5

Not Published

1

No Stated Publication Policy

9

Decision Left to Joint Trial Board

5

EXHIBIT XV
POLICY CONCERNING RECOGNITION OF DISCIPLINARY
ACTION BY ANOTHER STATE OR AICPA
(18 States Responding)

Number of
States

Recognition Left to Ethics
Committee

3

Recognition Left to State
Board

2

Automatic Recognition

6

No Stated Recognition Policy

7

Data based on Survey of State Societies of CPAs.
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EXHIBIT XVI
POLICY FOR DISCIPLINARY ACTION AGAINST A CPA
CONVICTED OF A FELONY
(19 States Responding)
Number of
States

State Board Hearing

4

Automatic Revocation of
Certificate & Society
Membership

10

Revocation After Exhaustion
of All Appeals

1

No Stated Policy

4

EXHIBIT XVII
POLICY OF PURSUING INVESTIGATION OR TAKING
DISCIPLINARY ACTION WHILE MEMBER IS UNDER INDICTMENT
(19 States Responding)

Number of
States
Wait Until Case Settled

12

Continue Investigation

2

Automatic Suspension

1

Referral to AICPA

1

No Stated Policy

3

Data based on Survey of State Societies of CPAs.
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EXHIBIT XVIII

TYPES OF INVESTIGATIVE APPARATI USED
(some states use more than one type)
Number of
States

Ethics Committee Conducts
Investigation

13

State Board

9

State Attorney General's
Office

3

Rely on AICPA

2

Investigator Appointed by
Ethics Committee

1

Data based on Survey of State Societies of CPAs.
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EXHIBIT XIX

COMPOSITION OF STATE BOARDS OF ACCOUNTANCY

STATE

TOTAL
MEMBERS

Alabama
Alaska
Ari zona
Arkansas
California
Colorado
Connecticut
Delaware
D.C.
Florida
Georgia
Hawaii
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland

7
5
5
5
8
3
3
5
3
5
5
7
5
5
5
7
5
7
5
3
6

5
3
4
4
4
3
3
4
3
5
4
5
5
5
5
5
5
7
5
3
4

5
Massachusetts
6
Mi chiqan
7
Minnesota
3
Mississi ppi
5
Missouri
5
Montana
7
Nebraska
7
Nevada
5
New Hampshire
5
New Jersey
5
New Mexico
20
New York
North Carolina 4
5
North Dakota
5
Ohio
5
Oklahoma
5
Oregon
10
Pennsylvania

3
4
5
3
5
3
5
5
3
5
3
15
4
4
5
5
5
6

CPAs

PAs

ATTORNEYS

2
2

PUBLIC
MEMBERS

OTHERS

1

1
2

2

1

2

1

2

1
1

1

1
1
2

1
(CPA professor)

2
2
2
2

2
5

1

2

1

1
(Commissioner
of Professional
& Occupational
Affairs)
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STATE

TOTAL
MEMBERS

CPAs

PAs

Rhode Island
South Carolina
South Dakota

3
9
6

3
5
3

Tennessee
Texas
Utah
Vermont
Virginia

7
9
5
5
7

6
5
5
2
5

Washington

5

3

1

West Virginia
Wisconsin
Wyoming

6
6
5

3
5
4

3

ATTORNEYS

4
1
4

2

PUBLIC
MEMBERS

1
1

1

1

OTHERS

1
(State Auditor
General)

1
(Educator)
1
(LPA)

1
1

Data compiled from Commerce Clearing House, Accountancy Law Reporter.
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CHAPTER IV
SELF-REGULATION IN THE MEDICAL, LEGAL AND
ARCHITECTURAL PROFESSIONS

The purpose of examining the self-regulatory processes in other
professions is two-fold:

1) to determine how the self-regulatory

apparatus in the accounting profession stands in comparison to those
of other professions, and 2) to determine if the other professions

employ techniques or procedures which might be adopted by the
accounting profession and adapted to meet its needs.

Although the structures of the various professions differ, there
is one similarity that makes an inspection and comparison germane to
this research.

All the professions currently find themselves in an

environment of eroding public confidence, and throughout their selfregulatory processes, are seeking to halt this erosion, regain the

respect of the public, and defer or deter increased government

regulation.1

The legal, medical, and architectural professions have been

chosen for this comparison.

The medical profession has in the past

enjoyed the highest reputation as a profession, and yet it has

recently gained the greatest publicity over the loss of public
confidence and respect.

The legal profession has been selected

because both accountants and lawyers are concerned with human
convention and laws in their construction, manipulation, and compli
ance.

Also, the legal profession has exhibited considerable concern

of late over the state of its self-regulatory processes, and is seeking
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ways to improve them.

Finally, the architectural profession was

chosen because it has a client-public-practitioner relationship
more similar to the accounting profession than either the legal or

medical profession, and the CPA and architect also face some similar

problems regarding the nonexclusivity of their work.
The Medical Profession
In recent years the medical profession has been criticized by
consumer groups, government studies, and even some of its own members

for failure to develop programs for maintaining the competence of

physicians.

The medical profession employs several approaches in its

attempt to insure the continuing competence of its members.

These

are initial licensure, specialty boards, relicensure and recertifi

cation, continuing medical education, peer review, and ethics enforce

ment.
Licensure

Initial licensure of a physician is the minimum legal requirement

for entrance into the profession.
boards.

It is granted by state medical

However, over the past decade the requirements of each board

have become much more uniform with regard to initial licensure.

The

major advance over this period has been due to the development of a
standard nationwide examination employing a uniform grading system.

minimum weighted average grade of 75 on the FLEX (Federated Licensing
Examination) is now used by all states, with some states having
additional requirements concerning individual subjects or parts of
2
the examination.

A
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FLEX was developed by the Federation of State Medical Boards in
conjunction with the National Board of Medical Examiners.

The National

Board also prepares National Board Exams which are used as an evalu
ation tool for the medical schools as well as a measurement of

individual performance.

Currently, successful completion of the

National Board Exams is another route to independent licensure.3

The National Board of Medical Examiners is presently developing
a new exam, the COE, which would have a large impact on medical

licensure.

The CQE (Comprehensive Qualifying Exam) attempts to

integrate basic knowledge of medical science with the management of
clinical problems, thereby testing more for problem-solving ability
than for memorization of facts.

When the examination is completed

it is anticipated that its successful completion will be a prerequi

site for entrance into an approved residency program.

Parts 2 and

3 of the National Board Exam will be phased out and Part 1 will
remain only as an achievement test for medical schools.

When this

change occurs the only route to licensure will the successful
completion of CQE, followed by the granting of a restrictive license
to practice under supervision.

A full independent license would then

be obtained after an appropriate period of approved residency training

and successful completion of FLEX.
Realization of this goal rests primarily with the state boards of

medical examiners due to the constitutional right of the states to

govern licensure.4
Another major development in the licensure of physicians is the

realization that the licensing of a physician for life is a poor way
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of insuring that he will maintain any degree of competence.

Many

states are now moving toward requiring relicensure to continue practice.

Usually relicensure is obtained by fulfilling a continuing education
requirement of 120-150 hours every three years.

Specialty Boards
After completing a program in graduate medical education, a

physician may apply for certification by a specialty board.
There are currently 22 medical specialty boards granting certifi

cation in 32 specialties.

The basis for granting certification is

usually completion of an accredited program in graduate medical
education, recommendation of the program director and successful
completion of the specialty board's examination.

Many of the

specialty boards work closely with the National Board of Medical
Examiners in preparation, scoring, and analysis of these examini-

nations.6
About half of the specialists in the United States are board

certified.It is not necessary to obtain board certification to
practice a specialty, but hospitals often grant staff privileges
on the basis of board certification.

Since such specialties are so widely recognized in the medical
profession and since few physicians practice the entire field of
medicine, there has been some suggestion that legal licensure, rather

than board certification, recognize these specialties.

Morton states a convincing argument against this type of
license.

It would be necessary to arbitrarily define in statute
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the limitations of a given discipline.

Because of the limitations,

several additional physicians might be involved in the care of a given
8
patient for legal rather than medical reasons.

The objective of specialty boards is held to be the evaluation
9
and certification of individual competence in a given specialty.
In keeping with this objective there has been recognition by the

specialty boards that an effort must be made to maintain competence.
Presently all 22 of the medical specialty boards have established a
policy advocating specialty recertification, either voluntary or

mandatory.
Four procedures are being considered for recertification programs:

1) didactic examination, 2) participation in CME, 3) in-patient audits,
and 4) out-patient audits.
At this time nine specialty boards have established dates for

recertification

examinations, four of which are mandatory.10

The

American Board of Family Practice, which administered its first exami

nation in 1976, had a 98.6 compliance rate among physicians qualified

to sit for the examination.

Those who could not sit or who failed the

examination will be certified until 1977.

They may retake the exami

nation in 1977 and, if they pass, will retain their certification.
If they fail, they will lose certification until they fulfill require

ments for continuing education and successfully pass the examini-

11
nation.
The significance and consequences of recertification are being

widely debated.

There is some feeling that the examinations do not

focus on clinical acumen and are overly concerned with testing the

ability to pass examinations rather than to care for patients.

12
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Continuing Medical Education
The American Medical Association is opposed to mandatory

continuing education; however, fourteen state medical societies,
beginning with Oregon in 1969,13 have made a policy decision to

require continuing medical education as a condition of membership.
Not all of the fourteen have yet been able to implement the

decision.

14

This requirement applies only to membership in the

Society, and not to the license to practice medicine.

In 1971

New Mexico, feeling that a state medical society requirement was
not stringent enough, enacted a medical practice act which allowed

the state licensing board to develop a program requiring continuing
medical education as a condition for reregistration of the license

to practice medicine.

15

Since then, fifteen states have given the

State Board of Medical Examiners authority to require continuing

medical education as a condition for reregistration of the license

to practice medicine.16
The AMA favors voluntary continuing medical education and

physician self-assessment procedures and, in 1968, established the
Physicians' Recognition Award to encourage continuing medical edu

cation and to provide a means for documenting CME for all physicians

in any field of medicine.
period.

The award is valid for a three-year

It requires 150 hours of CME of which 60 must be in

category 1 - activities with accredited sponsorship.

Hourly limi

tations are imposed on credit given for other categories, which are
core activities with non-accredited sponsorship, medical teaching,

papers, publications, books and exhibits, non-supervised individual
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care activities, and other meritorious learning activities.

17

It

is on this model that most state and society requirements are based.
The AMA has accredited organizations and institutions sponsoring
continuing medical education since 1964.

As of June 1976, 853

institutions and organizations had been formally accredited.

18

These include medical schools, community hospitals, specialty

societies, large private clinics, and federal government facilities.
Formal accreditation means that the accredited institution requested

a survey for accreditation and, as a result of the survey, was granted
accreditation by the AMA Council of Medical Evaluation.

A fee of

$500 is charged to cover the costs of the initial review procedure,
19
with a charge of $250 being made for each subsequent review.

Peer Review

Peer review is the term used to describe procedures for evalu
ation by physicians of the quality and efficiency of health care
performed by other physicians.

Peer review programs are operated

by various organizations including state and county medical associ

ations, hospitals and other physician-sponsored organizations.

Peer

review includes many diverse activities, such as review for the
granting of staff privileges, review of technical processes, review

of the necessity of medical services, review of departmental or

institutional efficiency, and review of patient outcome.
The methods used in conducting peer review range from attempts

to measure the results of patient care to evaluation of a physician's

technical processes.

Criteria used may be either explicit, determined

in advance, or implicit, relying on the subjective judgment of the
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reviewer.

There is evidence that the method of review used has a

considerable impact on the results obtained.

20

Considerable impetus exists for the continuation and expansion

of peer review processes based on the reasoning expressed by Dr. C.
Barber Mueller that the goal of a productive life is not continued

education but continued production and that, therefore, it is the
product that should be examined.

Mueller contends that reexamination

is an inappropriate tool for assessing a physician in practice.

Further support is lent by a study in which audits of patient records
found 94 percent of the deficiencies occurring in the area of per-

formance while only six percent resulted from lack of knowledge.

21

Government intervention has provided an additional incentive

for the establishment of peer review programs.

In 1972, President

Nixon signed the law establishing PSRO's (Professional Standards

Review Organization).

The law, an attempt to control spiralling

health care costs, required that a national network of organizations,

sponsored and controlled by physicians, be formed to review institu

tional care that is financed by Medicare, Medicaid, or Maternal and

Child Health programs.

The PSRO is to determine if the care was

necessary, of acceptable quality and performed economically.

If by

January of 1976 no physician-sponsored PSRO had been formed in a
designated PSRO area, any nonprofit organization capable of reviewing

health care can be selected as the PSRO for that area by the
Secretary of the Department of Health, Education and Welfare.

22

The

medical profession has accepted PSRO's grudgingly as an inevitable
result of third-party medical payments.
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While peer review seems to have the potential of improving the

quality of health care, some pitfalls and problems remain, such as
too much focus on cost control, the need for more adequate record

keeping for effective review, and setting of criteria, and the
improvement of review methods.
Ethics Enforcement

Medical discipline is based on the "Principles of Medical Ethics"
of the American Medical Association and on the medical practice laws

which vary from state to state.

The responsibility for enforcement

in the medical profession falls on the hospitals, the various medical
societies and the state licensing boards.

Problems exist with all

three of these disciplinary agencies.

Hospitals, by the establishment of tissue audit and practice

review committees, have become more aware of ethical problems, but
the enforcement of ethical standards is dependent on the effective

ness of the committees, which varies widely.

Many hospitals

allegedly are lax in requiring proof of professional competence from
physicians wishing to resume practice after an illness.

Also, the

allowance of voluntary resignation by errant staff members results

in poor record-keeping and lack of communication between hospitals

regarding the professional competence of physicians.

Fringe hospitals,

those not accredited by a professionally recognized review body even
though they are licensed by state agencies, often shelter the unethical
or incompetent physician.

The hospitals, however, are beginning to

realize the importance of professional competence due in part to a
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landmark court decision, Darling vs. Charleston Community Hospital,
which held that the hospital administration can be held responsible

for the competence of its staff members.

23

Until 1969, the American Medical Association asked the medical

societies to report their disciplinary actions each year, but this
was abandoned due to incomplete reporting and the large number of

societies reporting no actions.

The main function of the grievance

committees of the societies is the settling of fee disputes and

disagreements between physicians.

In 1960 the AMA, concerned over

the laxity of medical discipline, commissioned a special investi
gative report.

On the recommendation of this committee the by-laws

of the AMA were amended to provide "original jurisdiction" by the
AMA Judicial Council when local societies refused to act, but this

power has been used rarely.

24

The problems with discipline by the medical societies are diverse.
The medical societies do not have the power to prevent an individual
from practicing, they are hampered by lack of a full investigative

staff, and many physicians are reluctant to testify or even to

initiate complaints.

In spite of these drawbacks, they could act in

an attention-directing role and in the process of educating physicians

in the due process of law and medical ethics in an effort to overcome

the hesitancy to issue complaints and testify.

The state licensing boards have greater disciplinary authority,
but face many of the same problems as the hospitals and medical

societies.

A most obvious problem is the reluctance of physicians

to testify or to formalize their complaints.

Few also have separate
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investigative staffs, their members are political appointees, and in
only one state, California, does the public have lay representation
25
The diligence of state boards in investigating and
on the board.
punishing unethical physicians varies widely from state to state.

Communication is poor between states when licenses are revoked, and

the uniformity of penalties for various offenses differs from state

to state.
Many of the actions by state boards are for narcotics law
violations, as narcotics addiction allegedly is an occupational hazard
of physicians.

Other numerous actions deal with mental incompetence;

however, this still is often recognized only after the completion of

a grossly negligent act, fraud, felony conviction, or unprofessional
conduct.26
Decisions of the state boards are subject to review by the courts.

One particular problem is the granting of stay orders ex parte,

27

by

the courts, thus allowing the physician to continue in practice until
the matter is finally settled.

This practice has often had tragic

results for unsuspecting patients, but can only be corrected through

the state legislatures by outlawing the granting of stay orders ex

parte.

The courts, however, have tended to uphold the board decisions

more often than not.

Another problem concerning all the agencies is the reporting and

publication of disciplinary procedures.

While the AMA has a well-

established repository in its biographical section for the reporting

of disciplinary actions, the disciplinary bodies are hesitant to
submit reports.

Many of the problems in the disciplinary process
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could be helped if the hesitancy to speak out and the tendency to
be overly protective of unethical physicians could be overcome.

The Legal Profession
The legal profession is recent years has come under increasing

pressure from several areas.

Watergate and other financial disasters

in the 1960's have focused the public attention on the ethics and

performance of attorneys.

28

Pressure has also been exerted by

consumer movements seeking better services, more guarantees of

competence and greater accessibility to attorneys.

A study of legal

needs by the American Bar Association found that the legal needs of

a large majority of the American middle class were not being met.

29

Also, the increase in lawyers in recent years, at about 35,000 per

year, has demanded that steps be taken to increase accessibility of

client to lawyer as well as lawyer to client.

30

In the past, the profession has relied primarily on initial
licensing as a means of regulation.

It is now being pressed to

support other methods such as disciplinary agencies and to develop

new means of insuring competence and accessibility.

These new

methods to date have focused on mandatory continuing education and
specialization, though there have been proposals for peer review
and recertification.

31

32

Licensure
The courts claim the power to regulate the admittance of attorneys

to practice based on the theory that since attorneys are officers of
the court necessary to the courts' operation, their qualifications and
conduct are inherently subject to the control of the courts.

33
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However, legislative regulation of the profession has existed con
comitantly, and the boundary between the two is ill-defined.

Admission to the bar requires the satisfaction of the conditions
for admission imposed by the various jurisdictions.

These conditions

may range from the passing of a written examination to admission upon

motion, which entails satisfying the jurisdiction’s requirements for
reciprocity or diploma privilege.

The American Bar Association in 1921 adopted standards for legal
education which, with minor amendments, remain in force and serve as

a policy statement by the ABA on conditions to be satisfied for
admission to the bar.

The two major criteria of these standards are

graduation from an approved law school and an examination by public
authority to determine fitness.

34

In spite of the endorsement by the ABA for bar examinations, some

states continue to apply diploma privilege under which graduates of
local schools are admitted to the bar in a state on the basis of their
law school diploma alone, without the added requirement of passing a

bar examination.

Most states no longer recognize diploma privilege,

but a few continue to retain it.
Due to the nature of the law and the diversity of substantive

law among states, each state has traditionally prepared and adminis
tered its own bar examination, but in 1972 the Multistate Bar

Examination (MBE) became operational.

participating states.

The MBE began with nineteen

By 1976 the number of jurisdictions giving the

MBE had increased to 42, with New York being the only large state
declining to participate.

35
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The MBE is an objective examination.

It covers six subjects.

It is prepared and administered by the National Conference of Bar
Examiners with the technical assistance of the Educational Testing
Service.

The participating states are free to use the examination

as they choose.

Most use it in conjunction with an essay exami

nation, but in some instances the attainment of a predetermined

score precludes grading of the essay examination.
its own passing score.

Each state sets

36

Thus, the lack of uniformity among states using the MBE in its

application prevents it from being used as a national standard for
licensing attorneys, but the profession has taken a first step in

that direction.

With the movement of lawyers from state to state,

the increased practice of federal law and fewer variations in sub

stantive laws of the states, the expectation is a movement toward
greater national uniformity.
There are currently no formal educational or testing conditions

that are required for admittance to the bar of any federal courts.

However, the Judicial Conference of the Second Circuit has approved
in principle an admission rule for its district courts requiring
applicants to have completed a course of study in five specialized
fields pertinent to practice in the federal courts.

37

The require

ments may be met either in law school or through continuing legal

education.

The Second Circuit has also suggested that the rule

become a model for all district courts, thereby avoiding the problems

that could occur if each district should impose different educational
requirements.
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A case has also been set forth for the development of a federal
bar examination, based primarily on the theory that mere attendance

at courses will do little to increase or insure competence of members
of the federal bar and is a step backward to the idea that a law
38
school diploma is a guarantee of competency.

Continuing Legal Education

While continuing professional education in the legal profession
has a long history dating back on a local basis to 1916,

the use
39

of continuing legal education of a compulsory nature to insure the

competence of attorneys has not been used extensively.

At present,

forty states have organized some type of statewide continuing legal
education program,40 but only four states - Minnesota, Iowa,
Wisconsin, and Washington41 - have mandatory continuing legal

education programs in operation which require fulfillment of an

hourly CLE requirement in order to be relicensed.

Other states which

are considering mandatory CLE plans are Kansas, California, Colorado,

Florida, Georgia, Idaho, Maryland, New Mexico, Oregon, and South
42
Dakota.
The routes to developing mandatory CLE programs are diverse.

In

Minnesota the proposal for mandatory CLE was made by the Minnesota

Bar Association, which recommended its adoption to the state supreme
court.

In Iowa it was the state supreme court who directed the Iowa

Bar Association to research and study the implementation of a manda-

tory CLE plan.

43

In either case, final acceptance, and implementation

of mandatory CLE plans depends on the courts, whereas in other
professions mandatory professional development plans are usually
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enacted by the legislature.

Seemingly, establishment of such

programs by the courts would be easier than enactment through the
legislature; however, Douglas H. Parker, Professor of Law at the
University of Colorado, contends that the contemplative, adjudi
cative nature of the courts is a hindrance to the enactment of such

programs because the courts are not practiced in the art of non-

adjudicative action necessary to establish administrative programs.

44

The mandatory CLE programs established to date have hourly
requirements considerably lower than similar programs in other
professions, usually averaging 15 hours per year as compared to 40

or 50 hours in the other areas.

45

The ABA does not support mandatory

CLE programs, nor does it award any recognition for attorney
participation in voluntary CLE, although it is actively involved in

the preparation and presentation of programs in advanced legal
education.
Mandatory CLE has faced the expected opposing arguments:

that

there is no way to insure that the attendant at a course experienced

learning, that mandatory CLE is not proven to be related to increased
competence, that the cost is too high, that there are other ways of
maintaining competence, and that conscientious attorneys will maintain
competence on their own.

However, the trend seems to be toward

increasing mandatory programs

46

and, as yet, no other programs are in

existence which could act as viable alternatives to insuring the
continued competence of attorneys.
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Specialization
One idea that has recently gained momentum in the legal profession
is specialization, the limiting of a law practice to a particular area

or areas.

De facto specialization has existed in the legal profession

for some time due to the expansion of knowledge and the proliferation
of new legal doctrines, new fields of law, administrative rulings, and

the like, which has made it impossible for an attorney to maintain the
necessary degree of competence to perform effectively in all areas of

the law.

The American Bar Association recognized the need for studying

specialization in 1952 by forming the first Committee on Continuing
Specialized Legal Education.

It concluded that de facto speciali

zation existed and acknowledged the necessity for regulation: however,

due to vigorous opposition, the proposal was dropped.

In 1961 the

issue was reopened by the newly formed Special Committee on Recognition
and Certification of Specialization in Law Practice.

Certain criteria

were developed and approved, but, again due to heavy opposition, were
designated "for information only."

47

In 1969, a new committee concluded that it was not desirable to

devise a national plan for specialization and advocated a "wait and
see" approach to see what happened in pilot programs being developed
by the states.

However, after the development of the first few state

programs, so many states began developing pilot programs that in 1974

the Committee on Specialization urged states to forego the implementation of pilot programs until a national program could be developed.

48
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The goals of specialization as set forth by the special committee

are:

1) to increase accessibility, 2) to increase competence, and

3) to decrease the cost of legal services.

The first two have

received the greatest attention in plans to date.

49

Proponents of

specialization believe it can accomplish these goals, while oppo

nents fear that it will exclude the generalist from many areas and
privileges, fragment the legal profession, influence law school

curriculum,

50

increase fees, prove detrimental to young, minority,

or female lawyers,
legal expertise.

53

51

52
permit undignified advertising,

and decrease

The argument that specialization will result in

undignified advertising by professionals seems to be mute as a result

of the decision in Bates vs. The State Bar of Arizona.
by the U.S. Supreme Court in June
by attorneys.

54

The finding

1977 prevents bans on advertising

The future effects of this case can logically be

extended to the other professions as well.

The first three plans to become operational illustrate the three
general types of plans:

1) certification, 2) self-designation, and

3) a combination of self-designation and certification.

The

California plan, which was adopted in 1971, provides specialty
certification in a few broad specialties.

It provides rigorous

standards of testing and continuing education, includes a grandfather

clause only as a start-up feature, requires recertification every

five years, and a substantial involvement feature.

Specialists

receive a certificate and may designate themselves as certified
specialists in limited advertising. 55

56
a similar plan.

Texas has also implemented
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The New Mexico plan is an example of a self-designated plan.
There are many specialty areas and an attorney may either identify

himself as a specialist in one area, limit his practice to three
areas, or primarily limit his practice which enables him to accept

cases outside the limited areas.

The attorney may note his

designation in limited advertising and in the yellow pages where

the New Mexico Bar publishes notice that the designations do not

57
imply any type of board certification or expertise.

No testing or

CLE requirements are included in the New Mexico plan.

The Florida plan is a hybrid.

It employs self-designation, as

does New Mexico, but it incorporates a CLE requirement for the

retention of certification;

58

thus, it attempts to meet both the

criteria of accessibility and competency.

Currently twelve other

states have programs in some stage of preparation but not yet
implemented.

59

The likely route seem to be toward more specialization, despite
the continued opposition.

Some see the move by the Second Circuit

to require study in certain areas for admission to the federal bar
as another step in the direction of specialization.60

Ethics Enforcement

In the legal profession the responsibility for the regulation of
the profession is vested primarily in the state supreme court, with

federal courts and agencies regulating those who practice before them.
In reality, the main burden of disciplinary enforcement falls to the

state or local bar association.

It is here that complaints are
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received, administrative procedures performed, investigations under

taken and sanctions recommended.

Most state bar associations, even

in the larger states, are hard-pressed to develop adequate staff

and procedures to meet all the tasks relegated to it.

For example,

the Association of the Bar of the City of New York has only nine
attorneys to pursue over 2800 complaints yearly, conduct ninety
trials, and undertake its own investigations.

The California State

Bar has only fifteen attorneys to cover the entire state.61

The disciplinary agencies are called upon to perform two primary

functions:

1) regulation of individual conduct toward the ends of

ridding the profession of undesirable elements and of determining

misconduct on the part of attorneys and 2) the regulation of performance toward maintaining the competency of the profession. 62
The basis for the first function lies in the Code of Professional
Responsibility of the American Bar Association, recently revised.

There is also an attempt by the Code to provide a basis for the
second function as well, by formulating workable performance standards
and a disciplinary process that enforces them.

Disciplinary Rule

601(A) provides:

A lawyer shall not:
1) Handle a legal matter which he knows
or should know that he is not competent
to handle, without associating with him
a lawyer who is competent to handle it.
2) Handle a legal matter without preparation
adequate in the circumstances.
3) Neglect a legal matter entrusted to him.
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The rule, however, has met with local resistance and at least one

state has refused to adopt it.63

In 1970, the American Bar Association Special Committee on
Evolution of Disciplinary Enforcement, after three years of study,

published Problems and Recommendations in Disciplinary Enforcement,
better known as the Clark Report.

It was an aggressive critique of

self-regulation in the legal profession and reported "the existence
of a scandalous situation" 64 requiring immediate attention. It found

the prevailing attitude of attorneys toward disciplinary enforcement

to range from apathy to hostility.

Disciplinary action was non

existent in many jurisdictions and antiquated in others.
agencies often lacked sufficient power for enforcement.

Disciplinary

Record

keeping and communication was found to be poor or nonexistent.

The Committee formulated general recommendations for changes in
1) disciplinary structure and jurisdiction, 2) financing of the

disciplinary process, 3) staffing, 4) acceptance within the profession

of the need for disciplinary enforcement, 5) better information
exchange between agencies, and 6) national coordination of disciplinary
enforcement. 65

More specific problems in 36 areas were disclosed by the report

and specific recommendations were made for each area.

However, the

core problem, lack of commitment by the bar, is one which is difficult
to correct by procedural reforms; also, it is difficult to quantify
changes that may have occurred in this essential area. 66
Steele and Nimmers in 1974, attempted to measure changes in

operational characteristics of disciplinary agencies since 1969.
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They found that although some states had entered into reforms, "on

a national basis the record of reform in the five years since the
Clark Report has, at best, been uneven." 67
Disciplinary agencies still do not have significant self

initiating investigative apparati, with the exception of Delaware,
Iowa, and Ontario,

68

and must rely on complaints from clients, other

attorneys, nonprofessionals involved in a case, or public information.
The majority of these are complaints from clients; yet where sanctions
are imposed, the case was often initiated by some other means,

indicating a tendency to disregard client complaints as unworthy,
especially where the attorney is well-known and respected. 69
Often complaints are received which are the result of contract

or fee disputes.

The Code does not provide an adequate means for

resolving these disputes, as it focuses on regulating conduct rather

than the environment in which services are performed.

The number of

such complaints, however, indicates a possible need for a separate
apparatus to settle such disputes. 70

The Architectural Profession

The architectural profession faces many unique problems.

The

services it encompasses may in many cases be performed by nonarchitects
who may offer a wider range of client services; it is characterized by
small firms which are not adequately equipped to develop a broader

range of services; it operates in an area, design, which does not

easily lend itself to objective review; and it traditionally operates
under a percentage of cost fee system which has the strange effect of
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penalizing careful design and planning and rewarding cost overruns.71
How does such a profession control itself?

The architectural

profession has only recently begun to examine this question.

While

many of its programs are still in the developmental stage, they

revolve around an emphasis on initial training and introduction into
the profession, continuing education, and reliance on state boards

for the disciplinary process.

There has been some talk of

specialization in the profession and de facto specialization does

exist, but nothing has been done to accord it formal recognition.

72

Peer review, while important in the regulation of other professions,

has not had any impact in architecture, perhaps because the results
of the architects' efforts are continually exposed to public view.

Awareness of the profession's obligation to society and the environ
ment seems to be increasing, but it has not yet articulated itself

into specific programs.
Licensure
The licensing function in architecture belongs to the states.
The states are assisted in this function by the National Council of

Architectural Registration Board (NCARB), a voluntary federation

of state registration boards.

It recently has become a strong force

in the profession in the areas of professional development and conduct

and works closely with the other professional organizations:

the

American Institute of Architects (AIA), the Association of Collegiate
Schools of Architecture (ACSA), and the National Architectural Accredi-

ting Board (NAAB).

73

Traditionally, in most states, after graduating
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from an accredited school of architecture or its equivalent and

serving a two- to three-year apprenticeship, a candidate was allowed
to sit for a seven-part technical examination.

Recently, however,

the examination-registration process has undergone revision.

There

has been a relaxation of eligibility rules, the adoption of stream

lined methods for achieving state registration and NCARB certification,

and a new examination procedure.

74

The new examination procedure offers varying routes to regis

tration and certification.

There are two examinations, a qualifying

examination which is to be given to candidates not possessing a degree
from an accredited school of architecture, but having eight years of

experience and education;

75

and a professional examination which is

given to all candidates who have passed the qualifying examination,
graduated from a five-year school with the required experience, or

graduated after six years of architectural education.76
The
professional examination is an objective exam designed to test not
only academic and technical knowledge, but also judgmental skills.

Almost all the states have used the professional exam since it went

into effect in 1973.77

Graduates of accredited schools are theoret

ically exempt from the qualifying exam, but some states continue to

administer it to all candidates.78
Different states still have varying experience requirements.

The

NCARB, in conjunction with the AIA, has been working on achieving more
uniformity in this area as well as a more meaningful and controlled

work experience through the implementation of the intern-architect
development program (IDP).

A pilot program is now underway in three
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states - Colorado, New Jersey, and Texas.

79

After graduation, upon

entering full-time employment, each student is assigned a Professional

Sponsor, with a decision-making role in the firm, and a Professional

Advisor outside the firm to guide and counsel the intern and assure a
An IDP record is compiled for presen80
tation to NCARB and evaluation by the state boards.
The internship

productive training period.

program, after an initial operation period to prove its strength and
overcome any problems, is expected to be extended nationwide.

81

Reciprocity is a licensing issue which especially plagues the
architectural profession due to contract disputes over work done by
82
out-of-state architects.
The NCARB grants certification to

architects documenting education, examination, training experience,

registration, and character in an attempt to facilitate an architect's

request for reciprocity by a state in which he is not licensed.
83
However, not all registered architects are certified.
Continuing Education
In 1968, the American Institute of Architects Committee on

Internship and Continuing Education reported on the results of its
study of professional development.

It found that while demand for

continuing education programs was strong (85% of respondents in the

AIA survey indicated firm support for a full-time professional staff

continuing education programs on both the national and
84
regional levels),
supply of such programs lagged far behind demand.
to administer

In response to this demand, the AIA began its professional

development program with the initiation of the Circuit Courses in
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1969 consisting of eight courses and twenty presentations of 1-3
85
days.
Professional development in architecture is a broad concept

which encompasses:

1) an intern program to help the entrant into

the profession develop into a full professional, 2) community design

centers which offer community service in addition to an opportunity
to broaden one’s experience, and 3) the more traditional continuing

education program seminars, conferences, and the like.
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While

content for the program has developed more slowly than in other
professions, efforts have been made toward coordinating programs
87
under the auspices of AIA, ACSA, and NCARB.

Required continuing education has not yet become the issue in
the architectural profession that it has in some of the other
professions, although the Minnesota legislature has passed a law
enabling the architectural registration board in that state to

establish a recertification program.

A similar bill in Iowa would

mandate professional development for architects; and California,

Florida, and Wisconsin are also considering mandatory professional
development programs.
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The AIA task force on recertification has

proposed a measurement system which will provide a standard for

professional development.

The report focuses on four major elements:

content areas, proficiency levels, setting for professional development and measurement units.
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The four proficiency levels attempt to make the standard usable

for all architects.

The levels are the intern level (threshold),

the maintenance level (minimum professional competence), the operative

level (normal professional competence), and the specialty level
(highest in-depth proficiency).

90

113
For its measurement system the task force has developed a system

of CEU's (Continuing Education Unit) and PDU's (Professional Develop

ment Units) which will evaluate professional development in its various
settings.

Total activity would amount to 120 hours every 3 years.

91

A reporting system has also been suggested by the task force which
would produce yearly data on professional development activities for
09
the AIA, the NCARB, and the state registration boards.
All
professions will be interested to see if this coordinated approach

to reporting will increase uniformity among state requirements for
mandatory professional development.

Ethics Enforcement

The task of discipline and ethics enforcement in architecture is
primarily the domain of the state registration boards.

The AIA has

limited effectiveness in disciplinary measures by being a private
organization, by having a membership of only 25,000

estimated 60,000

94
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out of an

registered architects, and by its having retreated

from the field of disciplining members for unethical practice

following the signing of a consent decree relating to competitive

bidding and the investigation of minimum fee schedules by the Justice
Department.

95

The state registration boards, with their responsibilities to
protect the public interest, are sometimes hampered in their efforts
by the nature of the industry, which permits package builders,

contractors and other unlicensed persons to perform design functions
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in certain situations, by the lack of reciprocity and communication
96
between states in recognizing one another's revocations,
and the
97
diffusion of responsibility in the construction industry.
In spite of these hindrances, some states have begun developing

programs for handling and receiving complaints.

California employs

a unique state investigative agency available to various registration

boards for the investigation of complaints;

98

and Florida, with

smaller staff resources, puts emphasis on encouraging building
inspectors and local AlA chapters to bring cases of apparent
99
incompetence or misconduct to the board's attention.

Another recent development as a response to consumerism is the

restructuring of California's state boards to include predominantly
nonprofessional members.

There is considerable concern over whether

this move will give greater protection to the public interest or
simply result in a less effective board due to nonarchitects lacking
the training necessary to review the work of architects.100
The AIA, at its 1976 convention, proposed a new code of ethics

for the profession which would make some significant changes in

professional standards.

It would delete prohibitions against

advertising, contracting, comission agents, and free sketches. 101

This proposal, which is seen by some as a response to the growth of
design-build firms and package dealers rather than of benefit to
the public or the professional status of architects, has generated

heated debate102 within the profession.
adoption has been deferred.

103

A final decision on its
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A Comparison of Self-Regulatory Processes in the Accounting
Profession with Those in Other Professions
In examining the professions in the aforementioned areas of

licensure, continuing education, specialization, peer review, and
discipline, the accounting profession compares favorably with the

other professions in most areas.

In the licensure area, while the

other professions are finally approaching a standard nationwide
examination, the Uniform CPA Examination is an institution of some

duration.

Education requirements are also fairly uniform throughout

the states, although they could be considered lower and of a more

generalized nature than those of the other professions, particularly

medicine and law.

Over time, as the new professional schools of

accountancy come into existence and as more states accept the

recommendations of the AICPA in raising basic educational require
ments, the basic educational requirements may be raised.

With regard to experience requirements, less uniformity exists

between the states in the accounting profession than in the other
professions.

Wide latitude is given to the type of experience states

accept, and minimal supervision is provided of the firm or practi

tioner from whom the experience is received.

The only other

profession so lax in experience is the legal profession.

The medical

profession has a well established internship and residence program

with supervision based on hospital accreditation.

While there is no

similar accreditation procedure in the accounting profession, the
profession could develop a system of internship similar to the one
being developed in the architectural profession.

Such a system would
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provide a record of type of experience.

In addition, the assigning

of a sponsor to each student would help ease the transition to
professional.

An internship program might also help the inexperienced

accountant obtain a better understanding of professional conduct in
the areas where Loeb 104 found that inexperienced accountants were
more likely to commit ethics infringements.

NASBA or the AICPA could

maintain control files on student experience that could be made

available to the states where the student was applying for licensing.
In the area of continuing professional education, the AICPA is

the only professional institute to have stated a policy in support of

mandatory continuing education.

The number of hours recommended by

the AICPA and on which most continuing professional education programs
in the states are based is high compared to the requirements in

other professions with the exception of the medical profession, and

CPE programs are widespread in the accounting profession among the
states.

While the accounting profession was not the initial leader

in the concept of continuing education, it has been a leader in the
development of mandatory CPE for relicensure.

Again, the accounting

profession might adopt from the architecture profession its idea

of central recording of CPE hours by a national registration organi

zation.

Such data could be reported to NASBA and then made available

to the various states.

Central record keeping might eliminate some

of the problems which have been caused in the CPE area by varying

reporting requirements and could help to standardize CPE requirements.
The accounting profession can also be considered a leader in the
area of peer review with its new quality review program.

Medicine is
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the only other profession which has used peer review extensively in

the past, and that use has been on the local level with criteria and

effectiveness varying considerably.

The new AICPA program will have

the effect of establishing national criteria for peer review, and

the active participation by firms and the openness of the results
should make the program one of the most successful professional
review programs.

Although de facto specialization exists in the accounting

profession, accountants have not yet given it recognition.

In the

medical profession specialization is well established, and the areas

of specialization are numerous.

Such well developed programs can

be helpful to accountants in assessing their future action in this

area.

The legal profession, as it handles specialization, could also

provide lessons for accountants.

The accounting profession needs to

become more aware of the possibilities of specialty recognition

because accessibility, a major concern of consumers and an alleged
benefit of specialization, is not handled adequately by CPE or quality
review programs, which are aimed at insuring competence.
Ethics enforcement is an area of weakness in all the professions.
The professional societies are in a poor position to enforce strict

disciplinary codes since they do not control the licensing function.

However, there are steps the professional organizations can take in

improving ethics enforcement.

One of these is the encouragement of

its members to speak out when they observe ethics violations.

The

reticence of professionals to register complaints and/or testify

against their colleagues has been seen by all the professions as one
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of the most difficult problems in ethics enforcement.

Also the

professional organization can publicize for the public, the users
of financial statements, the apparatus for registering complaints.
They can also assist in the investigation of complaints and in the

communication of results between the states.

The new joint trial

board in the accounting profession is intended to improve communi
cation and investigative apparati.

If it is successful it may

provide a model for other professional ethics enforcement programs.
Overall, a favorable score can be posted for the accounting

profession in the area of self-regulation relative to the other

professions.

The profession can be faulted for its slow start in

developing effective programs in some areas, such as ethics

enforcement and quality review.

Some would also fault the

profession for its lack of activity in the specialty recognition

area.

Current activities, however, indicate that the AICPA, as

the national organization for the accounting profession, recognizes
the need for mandatory measures in many self-regulatory programs

and is willing to publicly support them and work cooperatively with
state boards, state societies, the SEC and other government agencies

to achieve an effective program of self-regulation.
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CHAPTER V

SELF-REGULATION OF THE ACCOUNTING PROFESSION IN
GREAT BRITAIN, CANADA, AND AUSTRALIA
An examination of the self-regulatory processes of the accounting

profession in countries other than the United States was undertaken to
determine differences between those processes operating inside the

United States and those operating outside the United States.

A

determination of such differences provides a basis for judging the
progress made by each and for making a comparison between them.

In

addition, particular aspects of the self-regulatory procedures in
other countries might be adapted and applied for use in the self

regulation of the profession in the United States.
Three countries were selected for this examination:
Canada and Australia.

Great Britain,

While these nations differ from the United States

in size, governmental structure, the number of accounting organizations

present, and the degree of centralization in self-regulation processes,
some basic characteristics exist which are common to all three.

They

are all industrialized societies with a sophisticated business com

unity, and all face similar problems in providing a high-quality
product to society and in insuring the competence of individuals in

the profession.
Generally, the approaches to self-regulation found in other

countries are similar to those found in the United States.
approaches include:

These

1) control over standards of entry into the

profession, 2) encouragement of members of the profession to maintain
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a high level of competence and high standards of professional conduct,
and 3) disciplinary measures to protect the public and the profession

from errant members.
Great Britain

In order to practice public accountancy in Great Britain, one
must be a member of one of the four accounting bodies recognized by
the Board of Trade and Industry.

are:

The recognized accounting bodies

the Institute of Chartered Accountants in Scotland, the

Institute of Chartered Accountants in Ireland, the Institute of

Chartered Accountants in England and Wales, and the Association of
Certified Accountants. 1

Since the majority of public accountants

qualify through membership in the Institute of Chartered Accountants
in England and Wales, this examination focused on their practices.
Practices in the other organizations are similar.

Licensure
Traditionally, entry requirements for membership in the Institute
of Chartered Accountants in England and Wales have emphasized practical

experience.

A degree from a university or technical college is not

required for membership, although many of the large public accounting
firms limit their recruiting to university graduates.

routes to professional membership are available:
graduate.

Two alternative

graduate and non

The graduate of a university or technical college who

desires to enter the profession must complete a training contract of
three years and successfully pass two professional examinations.

A

foundation examination is also required of any graduate with a degree
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not related to accounting and who has not completed a four and one-

half month approved conversion course in accounting.

The nongraduate

must attend a nine-month foundation course at an approved polytechnic

college and pass the foundation examination and the two professional

examinations.

His training contract is for a period of four years.2

During the training period all students are subject to the supervision

and rules of the Institute.

The selection of persons who wish to

become student trainees is made by the member in whose practice the
training contract is to be served.

Sole practitioners and partners in public accounting firms must

also hold a practicing certificate.

The practicing certificate is

issued by the Institute on an annual basis.

Members admitted after

January 1, 1974, must complete an additional two years of approved
3
practical experience in order to obtain a practicing certificate.
This experience must be completed under a member who has been author

ized to train students.
Professional Development

The Institute has a two-tiered membership, consisting of members

who have been admitted as associates (ACA) and associates who have
been admitted as fellows (FCA).

In the past, the move from associate

status to fellowship status was granted after the member completed
five years in public practice or ten years as a member of the Institute.
However, in 1973 the Institute proposed a new scheme of tests for
fellowship with the aim of raising the standard of service provided by

members of the profession and enabling them to deal more effectively
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with the expansion of areas of knowledge relevant to accounting and
the need for specialization within them.

The scheme was designed to

provide for the generalist as well as the specialist, whether in
public practice, commerce, industry, or government. 4 The candidate

for fellowship would be required to sit for four examinations,
including a compulsory general paper and three specialist papers

chosen from a range of subjects.

The subjects include advanced

accounting, advanced auditing, general practice with smaller clients,

insolvency, investigations, organizational structure, behavior and

control, financial management, advanced management accounting, business
law and practice, personal taxation, taxation of trusts, settlements
5
and estates, and corporate taxation.
All three specialty papers

could be written in one area.

Three years post-qualifying experience

in the specialty areas would also be required.

The scheme would

apply to those persons admitted to membership after July 1, 1978.
Other members could continue to achieve fellowship under the old

method.6
The scheme has elicited criticism:

that the introduction of a

superior qualification would downgrade the CA designation, that
fellowship examinations would appeal only to academics who are not

necessarily the best accountantsthat
,7
the scheme fails to provide
8
a demonstration of competence for current members, and that, while
the scheme meets the need to recognize specialties and requires a

demonstration of competence at the time of admission to fellowship,
it does nothing to insure the continuing competence of members over
9
the remaining thirty-five years of career life.
Consequently, the
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Institute has under study new proposals 10 which would require
practicing members to complete a program of approved continuing

professional education in order to qualify for the granting or
renewal of a practicing certificate.

The scheme for fellowship

by test would be replaced by the granting of diplomas in specialist
subjects, and fellowship would be granted only after meeting approved

continuing professional education requirements.

More detailed

provisions of the program, when completed, will be submitted for
wide publicity and debate.

Thus, the matter of professional develop

ment in Great Britain is currently in a state of flux, but
indications are that the British are working towards achieving a

comprehensive program of continuing professional development which
will meet their needs.

Ethics Enforcement
The Royal Charter of the Institute requires the observance of

strict rules of conduct as a condition of membership.

These rules

derive from a set of five fundamental principles, which constitute

basic advice on professional behavior.11

The fundamental principles

are accompanied by statements on ethics which provide more detailed

guidance in specific circumstances.

The fundamental principles are

the most important, however, and violations of them may constitute

misconduct, even though the act in question is not specifically
covered by the statements on ethics.

Similarly, failure to follow

guidance statements does not in itself constitute misconduct, but

means that the member may be called upon to justify his actions.
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The current Ethical Guide for members, which was revised in 1975 in

a joint effort by the British with the Scottish and Irish Institutes,

is now virtually identical for all three bodies.
The Royal Charter 12 also provides for disciplinary action
against a member who:
1)

violates a fundamental rule of the Institute

2)

commits a felony, misdemeanor, or fraud

3)

has been guilty of any act or default discreditable to a
public accountant or member of the Institute

4)

is adjudged a bankrupt, fails to satisfy a judgment, or
makes an assignment for the benefit of creditors

or 5)

willfully commits a breach of the by-laws of the Institute.

The disciplinary mechanism of the Institute involves several steps.
Complaints are received by the Secretariat, which first endeavors
to arrange a fair and equitable settlement of the dispute without
recourse to disciplinary action.

The Institute reports13 that many

of these complaints are at basis a failure to communicate involving
fee disputes, failure to reply to correspondence, or failure to

handle a client's affairs expeditiously.

While some of these

complaints may actually be outside the bounds of appropriate cases
for disciplinary action, the Secretariat will still try to effect a

settlement.
If the Secretariat finds that the matter requires further action,
it is referred to the Investigation Committee.

The Investigation

Committee decides if a prima facie case is made out against a

member.

It may also attempt to solve the problem by more constructive

methods than disciplinary action where such methods are deemed
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appropriate and possible.

If a prima facie case exists and the

Investigation Committee decides further proceedings should be taken,
the case is referred to the Disciplinary Committee.

A three-member

panel of the Disciplinary Committee conducts a private hearing where
the case for the Investigation Committee is presented.

Following

the conclusion of the presentation, the defendant addresses the

committee either by written representation or in person.

Once the

findings of the Disciplinary Committee are made, the defendant has
the right to appeal the findings to an Appeal Committee, nominated
by the President of the Institute.

No member of the Investigation

or Disciplinary Committees may serve on the Appeal Committee.

The

Appeal Committee may either affirm, rescind, or change the order
of the Disciplinary Committee.
The defendant who has had an order made against him by the

Appeal Committee may apply to the Council to have the order
rescinded or modified by the mercy of the Council.

He may also

apply to the Courts to have the order overturned on the grounds of
failure to observe natural justice in the Institute's tribunal or

that he was not within the jurisdiction of the Institute's tribunal.
So far as is known, no such appeal to the courts has ever been
successful.

Penalties which may be imposed on members include exclusion

from membership, suspension from membership for up to two years,
withdrawal of the practicing certificate, declaration of ineligi
bility for a practice certificate, reprimand, or admonishment.
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The Disciplinary and Appeal Committees are required to

publish their orders as soon as practicable.

Such publication is,

in practice, limited to the professional press, and the name of
the defendant may be omitted at the discretion of the Committee.

The policy of the Institute has been to refrain from inter
vention in cases where legal remedy is available.

Also, in the

past the policy has been not to deal on a disciplinary level with

unacceptable professional work.
to change.14

This policy, however, is beginning

Since the Institute can control the right to practice,

it has a potentially powerful disciplinary arm, should it choose to
deal with unsatisfactory professional work.

However, it does not

possess the ability to compel attendance or the production of

documents by third parties.

15

In September, 1976, the Institute announced the formation of a
special committee to review its investigatory and disciplinary

procedures, particularly as they relate to dealing effectively with

allegations of unsatisfactory work by a member.

The committee

four laymen, one of whom, Lord Cross,
16
is chairman, and four accountants.
The authority of the committee

consists of eight members:

has also been expanded by the inclusion of the Scottish Institute
and the Association of Certified Accountants.

The Minister of Trade

has expressed his satisfaction with the committee and its composition.
While the report of the committee, now known as the Cross Com

mittee, is not expected for some months, there has been speculation
that their recommendations will involve some type of statutory

tribunal with participation by nonaccountants as well as accountants.17
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A statutory tribunal would have subpoena power, solving some of the
previous problems which were encountered in gaining evidence, but

if it is a tribunal responsible to a minister of governmental
department, it could move away from the concept of self-regulation.

Such a recommendation would be of great concern to all accounting
bodies, and the report is eagerly anticipated.
Canada

The structure of the accountancy profession in Canada embodies
the Canadian Institute of Chartered Accountants (CICA) and ten

provincial institutes.

The CICA prepares the uniform examinations

for the provinces and is primarily concerned with technical matters,
while the provincial institutes deal primarily with membership,
conduct, discipline, training, and the maintenance of professional
standards.

Membership in CICA is automatic with the granting of

membership in one of the provincial institutes.

The Institute of

Chartered Accountants of Ontario is the largest of the provincial
institutes and its practices can be viewed as typical.
Licensure
Entry to the profession in Ontario is governed by the Public

Accountancy Act, R.S.O. 1970, Chapter 373, which provides for a

Public Accountants Council.

Among its functions are

18

the

granting of licenses, the maintenance and improvement of the status

and standards of professional qualification of public accountants,
the exercise of disciplinary powers and the prosecution of offenses.

The Institute of Chartered Accountants of Ontario appoints twelve
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of the fifteen Council members.

Qualifications for licensure are

that the applicant be of good moral character and that he be a member

of the Institute of Chartered Accountants of Ontario.

A license may

also be issued to anyone who was previously licensed under the Act

or any predecessor acts, and to anyone who is a member of the

Certified General Accountants of Ontario (CGA), subject to certain

restrictions.
Because of the licensing qualifications in the Act and the compo
sition of the Council, the Institute of Chartered Accountants of

Ontario has considerable influence over entry to the accountancy
profession.

The standards for entry into the profession by way of

Institute membership are some of the highest in the world.

early seventies,

19

Since the

it has been necessary throughout Canada to have a

university degree before entering professional training.

does not require a major in accountancy,

20

The degree

but those who have taken

a general degree must become proficient in accounting and related
courses; such proficiency is usually gained by attending qualified

courses in university evening programs.

Most provincial institutes

also, require all graduates to complete Institute courses in taxation,
auditing, and advanced accounting.

A training period of from two to

three years is also required of each student.

is closely regulated by the Institute.

In Ontario such training

The Experience Appraisal

Committee21 has the task of reviewing the practices of practitioners
who wish to train CA students.

Such a review begins with a request

for the practitioner to furnish information regarding his practice
and may be followed by an office visit conducted by the Committee to
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determine whether the practice has sufficient diversity in clientele

and services to provide the necessary experience for the student.

Once a practitioner has been approved to train students he is still

limited in the number he may have in training at any one time, and
if the number is exceeded, he may be subject to disciplinary
22
measures.
The content of experience is closely controlled.

Students are

expected to have at least 1100 chargeable hours annually, of which

at least 750 must be in auditing or auditing equivalents.

23

Each

student must keep a record of his hours, to be supported by a signed

certificate from his employer.

The experience must also provide

training in the knowledge and observance of the rules of conduct of
the Institute and professional responsibilities.

While the provincial institutes currently have considerable
control over entry into the profession, this may be changing.

In

Ontario, in response to disputes between accounting groups over

who should have auditing privileges and disputes among other
professions, the government has requested the Ontario Lav/ Reform

Commission

24

to conduct a review of the statutes regulating

accountants, architects, engineers, attorneys, and notaries.

The

study will reach into areas previously considered sacred to
professional self-regulating bodies.

The questions for research

include the appropriateness of the division of the function and

jurisdiction of the designated groups; the feasibility of creating
new professional groups or merging existing ones; the role of

paraprofessionals; the amount of control professional groups should
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have over training and certification of members; the incorporation of
professional practice; and incidental questions which may arise, such

as fee setting, disciplinary control, advertising, and specialization.
The study team is expected to make its final report in the summer of

1978.
Ontario is not the first province to have undergone such a
study.

In Quebec, after long and wide-ranging governmental study,

a new professional code was adopted in 1973 for all the professions.
The adoption of the code has resulted in public representation on

the governing bodies of the professions.

The Institute in Quebec

now has non-CA's on its Bureau and Administrative Committee, an

attorney chairing the Disciplinary Committee, professional inspection
to maintain professional competence, formal arbitration of fee

disputes, and an indemnity fund to provide for losses from mi sap-

propriated trust funds.

25

It is anticipated that the accounting

profession in Ontario can expect similarly extensive revisions in

26
its regulatory procedures after the report is concluded.26
Professional Development
While the Canadian Institute traditionally has had no formal

programs for the recognition of professional development, it does

confer the fellowship title (FCA)27 on the basis of conspicuous
service to the profession through a procedure of nomination and

deliberation at the provincial level.

While the intent is to

recognize deserving members of the profession, there are no set

guidelines for achievement as in the proposed British program.

Consequently, the fellowship title does not encourage all members
to strive for higher competence.
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In 1972, the concept of participation in professional development

courses as a condition of membership in the Institute was the subject
28
of a special committee chaired by R.G. Harris.28

the Harris committee recommended:

In June of 1975

29

1)

a Required Professional Development (RPD) program as
the best way to keep members technically up-to-date,

2)

the involvement in the program of all members in public
practice,

3)

a three-year reporting period, including minimum credits
in core areas (accounting, taxation, and auditing) and
noncore subject areas,

and 4)

the encouragement of participation by members not engaged
in public practice.

The response to the Harris Report was mixed among the provinces.
Some wanted a Required Professional Development Program (RPD) only

if all the provinces adopted it, while others wanted Voluntary

Professional Development (VPD).

Some even wanted to rethink the

entire issue, proposing compulsory quality review as an alternative
measure on the grounds that it can measure competence or lack of it
and prescribe the necessary recommendations for upgrading, while
RPD only provides input for maintaining technical competence without

any provision for measurement.30
There are currently some review programs in operation in various
Canadian provinces.

The inspection program required under the

Professional Code in Quebec is a type of quality review in that it

is responsible for supervising practice of the profession.

It is

unique because individual members rather than firms are inspected.

Also, the Newfoundland Institute has begun a review program providing
for an initial review of audit files.

Results are reported to a
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subcommittee of the Professional Practice Committee where they are

rated and recommendations are given for improvement.

A follow-up

review is conducted one year later, and if improvements have not
been made, the office is subject to disciplinary action by the

Professional Practice Committee.31
In the summer of 197632 the CICA, attempting to resolve the

controversy over professional development programs, polled the
provincial institutes, giving them a choice between:

1) RPD similar

to the Harris Report covering all members, 2) a heavily promoted and
monitored voluntary program to be reviewed after 2 or 3 years, or

3) RPD for some provinces, VPD for others.

out.

The third option won

Currently, some Institutes, including Ontario, are introducing

VPD programs, beginning in 1977-78, to be evaluated after two or

three years.

Of the Institutes favoring RPD, three (Manitoba,

Saskatchewan, and Bermuda) will start with a monitored VPD program,
two (Nova Scotia and New Brunswick) are waiting to see what the other

provinces develop, Newfoundland wants RPD only for members in public
practice, and Quebec has set up a committee to study the matter and

report on it in two years.

It appears that it will be some time

before either RPD or compulsory quality review gains universal

acceptance in Canada.
Ethics Enforcement
Ethics enforcement among Canadian CAs is under the jurisdiction

of the provincial Institutes.

The CICA has proposed a uniform pro

fessional code which has not yet been adopted by all the provinces,
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but general similarity between provincial codes does exist.

In 1973

Ontario adopted a new code of professional conduct, revised to meet
the demands of a more complex and sophisticated society.

It stresses

the sustenance of professional competence, the avoidance of conflicts
of interest, and the prohibition of solicitation and advertising.
The disciplinary apparatus of the Ontario Institute is designed
to comply with Ontario statutes to provide a fair hearing and natural

justice for persons whose rights might be affected.

The preliminary

disciplinary work is conducted by the Professional Conduct Committee.
This Committee, appointed by the Institute Council, received com

plaints regarding professional conduct of members or students.

It

has at its disposal a permanent staff responsible for the investi
gation and accumulation of material and information relating to

charges.

After investigation of the charges, the committee decides

what, if any, action needs to be taken.

If the committee feels the

seriousness of the matter warrants it, they cause a formal charge

to be referred to the Discipline Committee.
The members of the Discipline Committee are also appointed by

the Council.

Upon receiving a charge, they set a time for a formal

hearing and notify the member charged.

If, after the formal hearing,

the member is found guilty, the committee may order a reprimand,

payment of a fine, suspension of membership, or expulsion from
membership.

The disposition of the charge must then be reported to

the Professional Conduct Committee and to the Council.

Notice of any

disciplinary action may be given at the Committee's discretion and

notice of expulsion or suspension must be given to all members of
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the Institute after fifteen days from the date of the order.

Such

notification can be accomplished by publication in the professional
press.

The defendant has the right to appeal the order of the
Disciplinary Committee by giving written notice.

The Appeal is

heard by the Appeal Committee, which is also appointed by the
Council.

The Committees may confirm, reject, or change the findings

and orders of the Disciplinary Committee.

Their findings are binding,

although a final appeal may be made to the Council in the case of

the suspension or expulsion of a member.

The Council, if appealed

to, may either confirm, reject, or change the order.
conclusive under the by-laws.

Its order is

A member feeling unfairly treated

still has recourse to the courts.
Recently, the Disciplinary Committee has shown increasing concern

in dealing with standards of professional competence.

33

Recently a

complaint was received against a member charging poor standards of
performance.

Upon investigation, charges were filed with the Disci

plinary Committee who found the member guilty on sixteen charges,

even though no loss had resulted from his negligence.

He was

suspended from membership, given three years to fulfill an extensive

required professional development program, and fined $2000.

and the decision were published in the Institute newsletter.

His name

In

previous cases, as late as 1975, members in similar situations were

given an opportunity to pass the auditing examination and, thus, avoid

suspension.

The new, firmer line seems to be an indication that the

Institute's Discipline Committee is making a serious committment to

the maintenance of professional competence.
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Australia
The accountancy profession in Australia is represented by two

professional bodies.

The larger of these is the Australian Society

of Accountants (ASA), which includes in its membership accountants
employed in government, commerce, industry, education, and public

practice.

The Institute of Chartered Accountants (ICAA) in

Australia, which operates under Royal Charter, includes in its
membership only those accountants presently or previously engaged

in public practice.

Even though it is smaller than the ASA, it has

been very influential in promulgating accounting and auditing
34
standards for public accounting in Australia.
Licensure

In Australia only two states give statutory recognition to
accountants who meet the requirements of the Public Accountants

Registration Board, although all states require auditors to be

approved by a Licensed Companies Auditors Board.

Joint efforts

have been made by the Institute and the Society to obtain statutory
regulation for the profession, but so far they have been unsuccessful.

The Society and the Institute, in spite of the lack of
statutory recognition of accountants, do have some control over entry

standards in that membership in either organization is accepted as
evidence of meeting the professional requirements of the Licensed
Companies Auditors Board. 35
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Australian Society of Accountants

The Australian Society of Accountants has four classes of members:
36
provisional, associate, senior associate and fellow.
Provisional
members are those who have met all the eligibility requirements for

membership except the practical experience requirements.

To meet

the requisite education requirements for a provisional member, one

must be a graduate of an approved course with an accounting major or

have a general degree with two years’ full-time study with an
accounting major.

To advance to an associate member, graduates must

have three years' practical experience under the supervision of a

member of the Society (or equivalent body) or five year of unsuper
vised experience.

A nongraduate must have five years of supervised

experience or seven years of unsupervised experience.

After the

first year of experience, the provisional member must complete a
one-year Professional Orientation Course which embraces such topics
as professional ethics, the accountant's role in the community, the

objectives of the ASA, the legal liability of accountants, and other
aspects of professionalism.

To advance to Senior Associate one must demonstrate that he has
completed and passed one year of recognized post-graduate studies,
fifty percent of which must relate to accounting.

Many of these

approved courses are university programs.
To advance to Fellow, a senior must be thirty-five years of age,
have fifteen years of experience of which not less than five must be
in an executive position. 37
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The Society has also established an Approved List for members

acting as principals in public practice.

To qualify, all principals

must be of at least associate status, have an office for conducting

a public practice, carry indemnity insurance and pay an annual

Approved List Fee.

Those not already principals in public practice

must also complete a six-day Orientation Course unless they have
completed the Professional Orientation Year.38

Institute of Chartered Accountants in Australia
Members of the Institute of Chartered Accountants in Australia
are either Associates or Fellows.

Initial entry at the Associate

level is granted to those holding a degree or diploma at an approved
university or college and who have successfully completed the
Professional Year conducted by the Institute and have finished three

years of practical experience in the office of a member in public
practice.

The Professional Year comprises twenty assignments, a major

essay and an open-book examination, all to be taken while in the

employ of a chartered accountant or firm of chartered accountants.
Advancement to fellowship may be applied for by holders of a

practice certificate for three years and by Associates not in
practice after ten years as a member holding a responsible accounting
position.

Practicing certificates are issued annually to members who

have a suitable office and suitable letterhead, and who are not con

ducting a business deemed to be inconsistent with the practice of
public accounting. 39
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Professional Development

At present, neither the Institute nor the Society has implemented
a plan for required professional development.

Both organizations

conduct professional development courses on various subjects, both
separately and jointly, but the question of compulsory continuing
education is just beginning to be debated.

The Senior Associate

status granted by the ASA might be viewed as an enticement to members

to engage in a professional development program, but it is a one
time requirement for gaining the designation and, as such, is more

akin to recognizing specialization in an area of accounting than to
maintaining the competence of all members.

The Institute has a program to review the accounts of all com

panies listed on the Australian Stock Exchanges over a five-year
40 When cases of nonconformity with Accounting Standards
period.40
are found, letters are sent to the chairman of the company, the

members of the Institute who are directors or principal accounting

officers for the company, and to the member auditor who has failed
to note the nonconformity in his report, with follow-up and appro
priate investigation by the Council.

If the explanation of the

member is not found to be satisfactory, the Council may take such

action as it deems appropriate.

While the Society is also committed

to inquiring into failures by its members to observe or disclose

departures from Accounting Standards, it does not presently have
a formal review procedure for this purpose.
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Ethics Enforcement
In Australia, the two accounting organizations each assume

responsibility for disciplining its own members, although their

disciplinary procedures are similar.

The state licensing boards

and Licensed Companies Auditors Boards also have disciplinary powers
in their jurisdictions.

The belief prevails in Australia that professional ethics

derive from an attitude of mind rather than strict adherence to
specific rules.

Thus, the basis for disciplinary action exists in

the form of rulings on professional conduct rather than an Ethics

Code, producing flexibility and responsiveness to current situations.
41
Disciplinary proceedings within the Institute
begin at the
state level where complaints are received and investigation is under

taken.

If, following investigation, the Council deems it appropriate,

the matter is then referred to the Disciplinary Committee on the

national level.

Here a hearing is conducted and a finding made.

The

defendant may then appeal the finding of the Disciplinary Committee

to an Appeal Committee.

Following the finding of either the

Disciplinary or Appeal Committee, the Institute is obliged to publish
the finding and sanction.

The member's name is also published, unless

the Committee otherwise prescribes.

Sanctions include exclusion from

membership, suspension or disbarrment from practice not to exceed five

years, fines not exceeding $10,000, reprimand, and payment of the
costs and expenses of investigation and determination of the case.

Both the Society and the Institute are obliged by statement KI,

"Conformity with Accounting Standards," to inquire into deviations
from or omissions of Accounting Standards by its members.
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Currently negotiations between the Society and the Institute are

underway with the aim of integrating the two societies into one.

Such

a move was advocated by Reg Gynther in 1967 in Practising Accountants

in Australia, but action was not taken until 1975.

Following a study

by a joint committee from the two bodies, an exposure draft was
released in July, 1976, 42 which defines the objectives of integration:
1) to demonstrate nationally and internationally unity in the profes

sion, 2) to enhance the technical standards of members, 3) to obtain
optimum utilization of resources and avoid duplication of services,
activities, and administration, 4) to establish uniform ethical

standards, investigation, and disciplinary procedures, 5) to facili

tate the exchange of ideas between accountants in all fields, and

6) to strengthen the status of accountants and dispel the confusion
in the public mind.
The integration is seen as a natural step in the relationship

between the two bodies, which have often worked together in the
development of continuing education programs, the setting of

accounting and auditing standards, and accounting research.

A Comparison of Self-Regulatory Processes in the United
States With Those in Other Countries
In a comparison of the accounting profession in the United States

with the accounting professions in Australia, Canada, and Great Britain,
one of the major differences perceived is the relationship of the pro

fessional organizations with the state regulatory boards.

In Great

Britain the accounting organizations by virtue of government
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recognition control entry into the profession.

In Canada, also,

entry into the profession is almost exclusively by way of membership

in the provisional Institute, and in Australia requirement for
licensing by the Companies Auditors Board is most often met by
membership in either the Society or the Institute.

In the

United States, however, the reverse situation prevails.

Licensing

by a state board is a necessary condition for membership in the

AICPA or the state Society.

Also, the state Societies are separate

entities from the AICPA, unlike in Canada, where membership in the

provisional Society automatically includes membership in the CICA or
in Australia, where the same Society exists at the state and national

levels.
In view of these differences in organizations it is remarkable
that the accounting profession in the United States is often in the

forefront in the application of self-regulatory techniques.

Although

the licensure of accountants in the United Stated is controlled by
fifty-three separate jurisdictions, the basic educational requirement

for entry into the profession is generally as high as in Canada or

Australia and higher than in Great Britain.

Most states require a

college degree with a major in accounting or its equivalent.

The

United States has failed, however, to obtain as high a requirement

for practical experience as in the other three nations.

This failure

represents a lack of uniformity between state registration require
ments and greater emphasis by the profession here on education.
Some states do have very stringent experience requirements, while

other states have no experience requirement or accept experience in
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other areas than public accounting.

The Professional Year in Australia

and the highly supervised period of experience in Canada are programs
aimed at providing the proper experience and easing the transition

from student to professional.

Similar programs might be difficult to

implement in the United States because of the wide number of juris
dictions and the private nature of the AICPA, but such a program
might also be part of a solution to the problems of instilling a

professional spirit in new entrants to the profession, preventing

unprofessional conduct by inexperienced accountants, and increasing
the understanding of the accountant's obligation to society.

The United States has also been a leader in other areas of selfregulation.

The United States is presently the only nation where

mandatory professional development programs are fully operative in
many states.

When the consideration is made that such programs in the

United States must be instituted on a state-by-state basis, the prog

ress is indeed remarkable.

Likewise, in the area of peer review the

United States has made remarkable progress.

Many states have their

own peer review programs, and the AICPA's peer review programs have

advanced from an initial program serving a purely educational function
for accountants in small firms to a program designed to protect the
public from substandard accounting work as well as to provide

education for accountants.

Currently, the AICPA programs are also

operative for large firms with SEC practices as well as small firms.

The only other countries employing any type of peer review at this

time are Canada, where such programs are operated by some provisional
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Institutes and where practices are inspected to determine their

ability for training students, and Australia, where the Institute
reviews companies' accounts rather than accountants' practices.

Other nations do have or are planning provisions for the
recognition of specialties within the profession.

In Australia

the title of Senior Associate granted by the Australian Society

provides recognition of concentration in a special area of accounting.

In Great Britain the scheme of tests for fellowship or the granting
of diplomas in special areas of accounting will also provide recog
nition of specialties in accounting.

While the accounting profession

in the United States has considered recognition of specialties in

the past and while de facto specialization presently exists in the

accounting profession in the United States, the profession has yet
to give serious consideration to the implementation of a program to
accredit specialties.

The practice of the Australians and the

proposed practice of the British to recognize specialties by an
additional designation within their Institutes should be of interest

to the profession in the United States, where the growth of pro

fessional designations, such as the Certified Management Accountant

(CMA) and the Certificate in Data Processing (CDP), indicates a
movement for specialization outside of the major accounting organi

zation.

The AICPA does not have a tiered membership as Great Britain,

Canada, Australia do to which accreditation of specialization can
be readily linked, but additional titles could be developed within

the AICPA.
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In the area of ethics enforcement the United States, along with
Great Britain, Canada and Australia, has only recently begun attempts

to expand its disciplinary procedures to cover instances of sub

standard practice, although the AICPA Code of Ethics provides
adequately for disciplinary action aimed at substandard practice.

The

new peer review program offers more opportunity to find such violations
since it no longer prohibits communication between the Review

Committee and the Ethics Committee.

Hopefully it will not be too late

for the -accounting profession to reassure the public of its ability

to discipline itself with regard to competent practice.

However,

the formation of the Cross Committee in England and the provincial
Committees in Ontario and Quebec are not reassuring to the profession.

Most likely the accounting profession in the United States, as well
as other nations, will be obliged to allow greater public scrutiny

of its disciplinary procedures or risk losing the opportunity to
discipline itself altogether.
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CHAPTER VI

SUMMARY OF PROBLEMS, SUGGESTED IMPROVEMENTS,
AND CONCLUSIONS
In assessing the performance of the accounting profession in the

area of self-regulation the following conclusions can be drawn.

For

the most part the performance of the accounting profession has been
admirable when compared with the performances of other professions.

Also the accounting profession in the United States is considerably
further advanced in the development of self-regulatory programs than
its counterparts in other English speaking countries.

Although the

profession's reaction to public demand for better regulation has
sometimes seemed slow, throughout its history the profession has shown

a concern for regulating itself.

Its efforts in this behalf have

increased as the profession grew, particularly in the last ten years.

The profession now appears to be making a greater effort than ever to
meet societal pressures for more effective regulation.
Certain problems continue to exist in the regulatory process.

These problems can be broadly categorized as administrative problems,
attitudinal problems, resource problems, and problems of measurement.

They are discussed further in the following section.
gestions are

Specific sug

also made for alleviating these problems.

Most of these

suggestions can be implemented within the current framework of the

professional organizations.
Unfortunately the progress of the accounting profession in
implementing more effective regulatory programs has not been rapid
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enough for some segments of society.

As a result the profession will

not have sole control of its future regulatory processes.

However,

the cooperation of professional organizations and government agencies
potentially can provide an even better system of professional regu
lation.

With the expertise in technical matters and program develop

ment provided by the AICPA, the recording and coordinating function

performed by NASBA in conjunction with the state boards of accountancy,
and the authority for enforcement provided by the SEC and state

legislation, a program of professional regulation can be developed
which will be acceptable and beneficial to all concerned parties.

Problems in Self-Regulation
An analysis of the existing problems in the self-regulatory

processes is necessary before one can begin to find solutions or make
suggestions for the improvement of self-regulatory programs.

The

problems that are involved can be broadly categorized into adminis
trative problems, attitudinal problems, resource problems, and the

measurement problem.
Administrative Problems

Those problems which can be called administrative problems
include lack of uniformity in the requirements and administration of
self-regulatory programs, lack of reciprocity among states, and poor

communication.

Of these problems, uniformity is one of the most

serious as it contributes to the existence of the other two.
Uniformity is a problem which arises due to the large number of

jurisdictions involved in the implementation of self-regulatory

156
programs.

Whether the program is implemented through the state boards

or the state professional societies the United States and its

territories contain 53 jurisdictions.

One characteristic of the

uniformity problem is its increasing complexity as programs become
more developed and involve more jurisdictions.

An example of this characteristic exists in the area of

continuing education.

As more and more states develop mandatory

continuing education programs, less and less uniformity exists
between them in spite of the fact that the AICPA has issued guide

lines for compulsory CPE programs.1

Most of the programs follow

the general guidelines, but discrepancies arise in the administrative

details.

These discrepancies can be extremely frustrating for

practitioners trying to meet CPE requirements in several states.

In

a mobile society and in a profession whose scope is national, this
lack of uniformity presents a serious problem.

David Pearson on

CPE programs expressed the fear that the lack of uniformity could
lead to a backlash against compulsory continuing education programs.

2

In the licensing area, many discrepancies exist among the states

regarding their requirements for certification.

Several states

continue to require only a high school education although most states
have raised their requirements to a bachelor’s degree.

The experience

requirements of the states are even more varied both in the type of
acceptable experience and in the required duration of experience.

The AICPA recognizes the existence of the uniformity problem,
but has little power to correct it other than issuing guidelines in
the hopes of their being followed, since most compulsory self-
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regulatory programs are implemented by the state boards of
accountancy.

However, the AICPA realizes that it cannot use lack

of uniformity as an excuse for delaying the development of selfregulatory programs.

This attitude was apparent in the report of

the Beamer committee on continuing education.

3

The committee

recommended that state boards of accountancy should implement
compulsory continuing education programs regardless of the potential

problems of uniformity.
The lack of reciprocity between jurisdictions is another
administrative problem.

The problem arises partially because of

the lack of uniformity which exists among states' self-regulatory

programs.

Most states explicitly provide for the granting of

reciprocity only in the licensing area.

Even then reciprocity is

dependent on review of the requirements met by the applicant in
♦
the original jurisdiction.
If licensing requirements were uniform

from state to state, much of the evaluation problem, which is a
large part of the decision to grant reciprocity, would be eliminated.

Although reciprocity is usually not mentioned explicitly in
continuing education regulations, the existence of reciprocity could

facilitate the meeting of continuing education requirements by

accountants licensed in more than one state.

Also reciprocity in

recognizing the disciplinary actions of other states could result

in saving time and resources by eliminating duplicate disciplinary
proceedings.

Reciprocity in both of these areas would remain

dependent on the evaluation of other states'requirements and pro

cedures.

Again uniformity could contribute to effective routine

evaluation procedures.
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However, part of the reciprocity problem may not be related to
the lack of uniformity.
problem.

Reciprocity can also be an attitudinal

Some reciprocity problems may exist because of the

protective tendencies states hold toward their citizenry and their

hesitancy to license or permit practice by out-of-state practitioners,
who may be viewed as encroaching on the territory of in-state

practitioners.

Consequently one should not expect the resolution

of the uniformity problem to lead immediately to a resolution of

the reciprocity problem.
Still a third administrative problem is poor communication

between regulatory bodies.

Poor communication contributes to both

lack of reciprocity and lack of uniformity.

The existence of poor

communication may be caused by the absence of a formal well-defined

framework within which to communicate.

Often in disciplinary

matters the other states in which a practitioner is licensed may
be unknown.

Therefore, the disciplinary body may not know whom to

notify of action taken.

Also differences in interpretations of

seif-regulatory terms or regulations may lead to poor communication.

Lack of communication may be an attitudinal problem as well.
The problem may be aggravated by the tendency toward confidentiality

to which some state boards and state professional societies adhere.
This tendency probably arises from an apprehension of publicly
releasing information which might be used to increase criticism of
the profession or might prove too harsh to the practitioner involved.

Actually the timely release of appropriate information should help to
foster confidence in the profession, its self-regulatory agencies, and
its ability to protect the public interest.
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Attitudinal Problems
Problems which can primarily be described as attitudinal in

nature include lack of public confidence in the professional self-

regulatory processes.

Consumers are demanding more regulation of

the professions, better professional services, and greater guaran
tees of professional competence.

Other groups charge that

professional entrance requirements are restrictive and elitist.
Still another attitudinal problem is the natural hesitancy one
feels when disciplining members of one's own group.

Lack of public confidence is an elusive problem with which

to deal.

It is manifested in the many government inquiries being

conducted into the affairs of the accounting profession.

It is

also indicated by state legislative action to limit the power of
professionals to regulate themselves by increasing the number of
lay representatives on state regulatory boards.

Suggestions have

even been made in some states to abolish professional regulatory

boards all together.

The increase in litigation involving pro

fessionals is another indication of this problem.
The cause of the problem is difficult to define.

Certainly

some of the blame for the lack of public confidence may be laid to
the accounting profession for its failure to anticipate the public

mood and react accordingly.

Now, acting in the face of public

pressure, the profession will have a more difficult time regaining

public confidence.

Also, the past absence of open communication

between the public and the profession as to the affairs of the
profession has served to erode public trust in the profession.
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A second attitudinal problem is the public belief that the
accounting profession should provide a panacea for societal ills,

both financial and social.

The profession faces consumer demands

for more regulation of the profession, better professional services,

and greater guarantees of professional competence; yet there is also

a public view that professional licensing requirements are elitist
and designed to limit entry into the profession for the protection

of those who are already members of the profession instead of being
designed as a measure to protect the public from incompetent

practitioners.

This problem is difficult to deal with because the

demands are incompatible.

Poor communication and failure to

adequately educate the public as to the functions of the profession
and the reasons for its actions have contributed to this lack of
understanding.

Another attitudinal problem faced by the profession in its
self-regulatory efforts is the compassion felt for an individual in

one’s own situation.

This compassion may at times override one's

ethical obligation to the profession as a whole.

The hesitancy to

deprive someone of his livelihood, as well as the sincere feeling
that an ethical or technical violation may have been an honest

mistake sometimes prevents proper action for fear of being too
harsh.

However, the impression received by the public may be that

the profession is protecting its own members at the expense of

society.

A delicate balance exists between absolute fairness to

a practitioner charged with an ethical violation and favoritism or
leniency to such a practitioner.

The public must be educated as to

the degree of fairness to be observed, while the professional members

161

must be reminded of their ethical obligation to the profession in
reporting instances of ethical violations or technical incompetence.

Resource Problems

Resource problems arise because of a lack of power on the part
of the administrative body, a lack of time or expertise on the part

of the individuals charged with implementing the program, or a lack

of money to adequately fund the program.

One of these resource problems involves the power of a private
organization to enforce its programs with the practitioners.

Ulti

mately, the power to control the right to practice is the instrument

for enforcement of entry standards, continuing education require
ments, review requirements, and adherence to ethical standards.

In

the United States this power is scattered among 53 jurisdictions,

and it is applied in as many different ways.

The AICPA and the

state societies do not possess this power.

Society looks to the AICPA as the leading organization in the
accounting profession and expects it to make great strides toward

better professional services, more comprehensive regulation, and
greater competence; but until the AICPA becomes a qualifying body,
an event which seems highly unlikely, the programs that the AICPA
researches and develops and the standards it promulgates will only

be as powerful as the state licensing authorities wish to make them.

Because of this lack of power, programs which are undertaken only
by the AICPA or the state professional societies will continue to
be voluntary in nature since failure to participate can only result
in revocation of one's membership, not revocation of the right to

practice.
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A second resource problem involves the amount of time devoted
to the implementation and enforcement of self-regulatory programs.

Committee members of the various AICPA committees and state society
committees as well as the board members of the state boards of

accountancy are not full-time employees of the organizations.

They

usually serve in a voluntary capacity or are paid a token fee, meet

at irregular intervals, and must continue to pursue their other
activities.

Although they may have staff members, who are employed

full-time to assist them, they are unable to devote their full

attention to committee or board business.

At the state level even

staff support may be minimal.

The lack of time and staff support becomes a serious problem
in the enforcement of self-regulatory programs.

In the ethics

area, investigation must often be undertaken by the members of the

ethics committee who do not have the time or the expertise to
conduct a full-scale investigation.

Members must sometimes act

in the investigative as well as the judicial role, which places an
excessive burden on the members.

This dual role also contributes

to the possibility of a less than impartial atmosphere within which

to achieve justice.
This time constraint is also evident in the verification pro

cedures for statements regarding the fulfillment of continuing
education requirements.

Not enough time exists to review the

statement of each practitioner to insure that the activities in
which he has engaged were worthwhile and contributed to his
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professional development.

The state boards often do not even have

the resources to evaluate each program in the professional develop

ment area before it is offered.
The problem of lack of time can, of course, be directly linked
to a lack of funds.

Effective self-regulation is expensive, and

both practitioners and the public must come to this realization if

new self-regulatory programs are to perform their purpose adequately.

An attitudinal problem exists in the funding area as well.

The

public, particularly those people pressing for greater regulation of

professionals, must be educated in the realities of cost-benefit
analysis so that they do not ultimately cheat themselves.

An

inherent part of any cost-benefit analysis applied to self-regulatory

programs is the measurement problem as it relates to measuring the
benefits.
The Measurement Problem

Perhaps one of the most difficult problems affecting the

successful development of self-regulatory programs is the measure
ment problem.

The difficulty of measuring the benefits derived from

self-regulatory programs of all kinds will need to be dealt with as
self-regulatory programs increase, so that the energies of the

profession can be devoted to the programs which are most effective.

Also the profession will be required to demonstrate the effectiveness
of their self-regulatory programs to a skeptical public.

Good

measurement procedures will be a necessary basis for demonstrating

the existence of a positive correlation between self-regulatory

programs and increased competence.
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The measurement problem is double pronged.

One problem involves

defining what it is that one is attempting to measure.

The other

problem is concerned with determining the best device to measure it.
Assuming that increased competence is the outcome of professional
development programs and that one is attempting to measure this

increase, some doubt still exists as to the best device for measuring
this increase.

Written testing for knowledge gained in coursework

is the most familiar measurement device.

However, competence

encompasses a great deal more than knowledge.

Judgment and the

ability to apply knowledge correctly are also important components
of competence, and they are not measured well by most written

examination.

Thus a practical situation may be necessary for the

effective measurement of competence.
Suggested Improvements for a More
Effective Program of Self-Regulation

The major aim of a program of seif-regulation should be the
provision of quality services to society.

A good self-regulatory

program should include devices for maintaining the level of service

already achieved as well as apparati for the continuing betterment

of such services.

An effective self-regulatory program will be

composed of components which contribute toward this aim.
Generally the provisions necessary for a comprehensive program
of self-regulation should permit control over initial entry into the
profession, ensure the continued competence of professional members,
ensure a quality product or service, and increase the ease of

accessibility to the profession by the public.

In addition, proper
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authority for program enforcement and ease of administration are
necessary to the effective implementation of self-regulation.

Also

program cost must continually be considered to insure that the cost
of self-regulatory programs does not exceed the benefits.

Controlling Initial Entry
Typically the control of entry into the profession has been
accomplished by a trio of requirements.

These requirements are an

education requirement, an experience requirements, and an entry
examination.

Ideally these requirements should be designed to

prevent the entry of unqualified individuals into the profession.

Simultaneously, the profession must strive to ensure that licensing
requirements are nondiscriminatory as regards race, sex, age, or

location.
A formal education requirement should be imposed which is

adequate to allow time for the effective study of the body of
knowledge deemed necessary for the practice of accounting (5 years

of college education).

However, provision should be made for

individuals who have achieved the body of knowledge through less

formal channels.

A rigorous qualifying examination to demonstrate

mastery of the body of knowledge prior to sitting for the CPA exam

could serve this purpose.

The number of individuals choosing this

alternate route would likely be very small.
In the past, suggestions have been made to abandon the experi

ence requirement for initial certification.

However, this suggestion

is not intended to diminish the value of the knowledge gained through
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experience.

Instead of the present experience requirements preceding

initial certification a two tier system could be introduced whereby

the new CPA in order to practice would be required to complete a

professional year following initial certification.

During this year

the new CPA would work under the sponsorship of an experienced CPA
who would acquaint the new member of the profession with professional
ethics and professional responsibility in a work environment as well
as offer him initial experience in technical areas.

Receipt of a

permit to practice would follow successful completion of the pro
fessional year.

Until the permit to practice had been received the

CPA would be prevented from practicing as an individual or entering

into a partnership with other CPAs.

An experience requirement inplemented in this manner would have
several benefits.

The base of the profession would be broadened to

include accountants in managerial, industrial, governmental, and

teaching positions, who cared to demonstrate their command of the
body of accounting knowledge by fulfilling the educational requirement

and successfully completing the CPA examination.

Another advantage of

this program would be to enable accounting firms to better identify
qualified candidates prior to hiring.

New entrants into the pro

fession would also be assisted in obtaining positions in which they
would receive meaningful experience since they would have already
demonstrated their intellectual capabilities in grasping accounting

concepts.

The examination phase of the certification process requires few

alterations other than continual testing of the examination itself to
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ensure that it continues to adequately cover the current body of
accounting knowledge.

The NASBA program to assist candidates who

failed the examination in reviewing their papers and understanding
their errors should be adopted and made available to candidates in

all states.

Such a program could help eliminate criticism of use

of the CPA examination to keep the supply of CPAs smaller than the

demand.
Almost no chance exists that the accounting profession in the
United States will ever adopt the British model of licensing in
which the professional organization serves as a qualifying body

and membership is the main requirement for licensing.

The possi

bility of a national licensing board for CPAs in the United States

is also very remote.

Therefore, efforts must be made by the

professional organizations, the AICPA and the state societies, and

NASBA to encourage the development of uniform requirements for
initial certification and the permit to practice.

NASBA has the

greatest potential to act as an effective force in this effort.

Central record keeping and central evaluation of a candidate's
qualifications by NASBA, similar to the efforts of the NCARB in the
architectural profession, would assist in the achievement of

uniform standards and would facilitate the granting of reciprocity

as regards initial certification.
The role of the AICPA with regard to controlling entry into
the profession should be to continue in its current capacity of
providing research into the changing body of accounting knowledge,

ensuring that the CPA examination keeps pace with these changes, and

encouraging higher entry standards as research indicates their necessity.
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Ensuring Continued Competence of Professional Members

Only recently have the professions begun to acknowledge their
responsibility in ensuring the continued competence of their members.

While the current efforts of the accounting profession toward

developing mandatory continuing education requirements are admirable,
they are only a beginning toward

ensuring technical competence.

Many of the problems in continuing education programs have been
mentioned:

the lack of uniformity in continuing education require

ments, the problems of reciprocity, the difficulties of program

standardization and evaluation, and the costliness of verification
of reported CPE hours.

Most of these problems could be solved by

administrative revisions in the program.

The AICPA could accredit

institutions and organizations offering continuing education courses.

Such accreditation is done by the AMA for the medical profession.

Many of the uniformity and reciprocity problems could be solved by
efforts on the part of NASBA to develop standardized reporting forms
to be adopted in all states.

And a central data bank maintained by

NASBA would help eliminate the problems of practitioners trying to

meet continuing education requirements in more than one state.

However, as has often been argued, course attendance does not

in itself ensure an increase in or even the maintenance of competence.
The major problem in continuing education programs as a method for

ensuring technical competence is the lack of a devise for demonstrating

or measuring increased or maintained competence.

Some type of testing

for recertification and renewal of practice certificates to ensure

that competence is being maintained by the individual is likely to be
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a necessary future step for the accounting profession if the profession
is going to pretend to address itself to ensuring the competence of

its members.4

Testing for recertification has recently been imple

mented by some of the specialty boards in the medical profession.

In

the accounting profession testing for recertification would need to
be required by state boards of accountancy since they will continue

to control the certification as well as the issuance of practice
permits for accountants.

However, the AICPA and NASBA would be

importantant factors in the development of such examinations, both
in determining the areas to be tested and in ensuring that the
examinations are of a uniform nature throughout the nation.

The

AICPA can also be effective in lobbying efforts to encourage imple

mentation of such testing by the states.

Its effectiveness as a

lobbying organization has been demonstrated by its ability to
encourage states to adopt continuing education requirements.

Another major problem in continuing education programs is the

lack of effective control over the subject areas from which practi

tioners select courses.

Currently continuing education programs fail

to ensure the even development or maintenance of competence, and no
means for identifying areas of special competence or weakness exists

in the accounting profession.

Either continuing education requirements

should be more specific in requiring certain areas which must be

covered by each practitioner, or some means of identifying the
specialty area in which the practitioner has demonstrated his

competence should be provided for use by the public.
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Increasing Accessibility

Presently the AICPA may be taking steps which will open the way

for identifying special areas of competence.

The recent proposals

discussed in Chapter III for division of the AICPA into two sections;5

firms with SEC clients and firms whose clients are privately owned

firms, could be the beginning of some kind of specialty recognition

by the accounting profession.
Proposals for specialty accreditation by firms has been suggested

before as a method for recognizing specialties within the accounting
profession.6

Such a program would have an advantage over individual

specialty recognition because it could be easily incorporated into
the current proposals for quality reviews.

An individual specialty

recognition or accreditation program would be most cumbersome to
administer.

Also specialty accreditation by firms might be more meaning
ful to a public which allegedly chooses an accounting firm rather

than an individual accountant.

Since high mobility also exists in

the accounting profession, less confusion would be caused by the
accreditation of firm specialties than by the accreditation of indi
vidual specialties.

Firm specialization would also give the

individual greater freedom to pursue new areas of interest to himself
without the fear of losing specialty accreditation in other areas.
Firms would also be freer to maneuver to obtain the specialties they

desire through special staff training programs.

More obscure

specialties, unable to function independently, could be accommodated
within the larger firms.
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While the AICPA is drawing up guidelines for review procedures

and standards, they could simultaneously develop guidelines for
specialty accreditation within the same program.

The publication

of specialty accreditation could accompany the public report on
quality review.

Firms could additionally be allowed to publicize

their specialty areas within the limits of good taste.
Firm specialty accreditation would also have the advantage of

being implemented on a national scale by the AICPA so that greater
uniformity in standards would prevail.

The program could develop

on a uniform time schedule throughout the nation since each indi

vidual state would not have to implement its own plan.

The success

of specialty accreditation outside the realm of state licensing
boards has been ably demonstrated by the medical profession.

In

the case of the accounting profession the privilege of having an

SEC practice would serve as an incentive similar to staff privileges

conferred by hospitals on physicians who hold specialty licenses
issued by national private licensing boards.

Ensuring a Quality Product or Service

Providing quality product or service to the public is the

ultimate objective of all the self-regulatory programs undertaken
by the accounting profession.

The program which approaches this

goal most directly is the actual review of accounting services,
procedures, and financial statements.

While the AICPA has had

programs in this area for some time, until very recently they have
not been preventive in nature, nor have they been applied to all

firms on a regular basis.

The ban on the publication of review
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results and the prohibition of communication between ethics committees
and review committees, while intended to encourage participation in
the programs and to assure that the programs did not assume a

punitive nature or discriminate against nonparticipating firms,
weakened the effectiveness of the programs in the eyes of the public.

Following the publication of the Metcalf and Moss reports, the
AICPA is developing a review program which will better meet the needs

of the profession and the community.

While a more extensive review

program was already in the developmental stages (see Chapter III),
indicating that the profession was already aware of a need for a

more responsible program in this area, the profession is making

additional changes to ensure the program's even greater effectiveness.
Several elements must be present in an effective review program.

These elements are 1) participation on a broad basis, 2) regularity

of review, 3) open communication of review results, 4) well
established standards of review applied uniformly, and 5) some
method of ensuring that firms implement recommendations for changes
made by the review committees.

If the review program is to be preventive in nature, firms
must be aware of the regularity of review.

been reviewed only at their own request.

In the past firms have
While this method may

have been necessary in the initial programs to encourage partici
pation and to emphasize the purely educational nature of the program,

the profession has long progressed past this point in its concept of

the purpose of the review process.

The knowledge that review will be

on a continual basis will encourage firms to maintain quality standards
at all times.
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The open communication of review results will allow the public
to distinguish firms which have submitted to review from those which

have not.

This procedure will assist the public in choosing

accounting firms with the highest quality procedures and methods.

Firms which receive poor reviews or reviews which indicate weak
nesses should be allowed to request an extra review before the time
of their next regular review.

The additional review would prevent

firms being penalized by poor review reports after the correction

of the weaknesses.

In addition to assisting the public in choosing

the best service available, public reporting of reviews will also
encourage participation of firms in the review process since firms

Will wish to demonstrate their abilities to the public.
Participation of firms in the review process is essential for

a successful program.

SEC approval of the Institute's review program

and requirements for the review of firms with SEC clients will
encourage participation in the program.

Although the AICPA cannot

itself require the regular review of firms, with SEC backing the
profession can develop a strong review program without having to
wait on supportive action from each state board of accountancy.

The

development of the program on a national scale will also help the
public in interpreting review results and assist the uniform develop

ment of the review process.

The AICPA will be able to develop a set

of well established broadly supported standards by which to evaluate
the procedures and internal controls of firms.

Such standards are

another important feature of an effective review program.
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Effective communication between the review committee and the

ethics committee will strengthen the review process further by

encouraging firms to correct areas of weakness promptly.

Such

communication, as well as communication with the public in the
form of published review results coupled with the ability of the
consumer to intelligently exercise his freedom of choice, should

result in a review process where firms continually strive to
produce the highest quality service and product possible.

The AICPA is currently taking the appropriate steps to ensure
that the above elements are present in its new review programs.
Hopefully other accounting societies and boards at the state and

local level will lend their support to the review process to make

it equally effective for firms whose clients are privately owned
companies.
Ensuring Ethical Behavior

The ethics enforcement procedure in the accounting profession
has recently been revised to provide better coordination and com
munication between state and national professional organizations,

thereby providing a more effective and efficient ethics enforcement

apparatus.

This revision of the ethics enforcement process seems

likely to result in less duplication of effort on the part of ethics
committees, saving both time and money, and in greater uniformity in
the application of ethical stanards and enforcement measures nation

wide.

However, the ethics enforcement process still contains

weaknesses which call for correction.
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Efforts must be made to educate individual practitioners in the

importance of a strong professional ethics enforcement process and

to encourage the practitioners to support such a process to the
fullest degree.

Accountants must realize that every ethical breach

which goes unreported or unremedied is a potential source of

embarassment for the profession.

Accountants must assume the

responsibility for reporting observed ethical violations by their
colleagues.

The reticence to do so is understandable, encouraged

by the bond among fellow professionals and compassion for the same.

Such reticence must be overcome through education.

An educational

effort could be undertaken by state and local CPA societies with

the backing of the Joint Trial Board.

The effort should stress the

responsibility of the practitioner to the ethical code and the
profession.

The fairness of the enforcement process itself must be

explained thoroughly and then demonstrated by fair proceedings at
all levels.

Additionally, the profession must recognize that the role of a
tattler is a type of behavior which society rarely rewards even
though society benefits from the action.

If the ethics procedure

is to rely on professionals to police themselves and report vio
lations, the profession must create a climate in which practitioners
will recognize their duty to report observed ethical violations and

where failure to report a known violation
mode of behavior.

becomes the unacceptable

The establishment of a consultation board at

the local or state level of CPA societies from which practitioners

observing a violation could seek confidential guidance and advice
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on the ethical question as well as how to best proceed in the matter

would help encourage practitioners in recognizing their responsibility
and lend support to them.

The profession must also take steps to better convince the

public of accountants' ability to discipline themselves.

The

effectiveness of the disciplinary process can best be demonstrated

by example.

The profession is currently initiating several steps

which will assist in increasing public awareness of the activities
of the profession in the disciplinary area.

On of the most important

of these to the growth of the effectiveness of the disciplinary
apparatus is the mandatory publication of the name and offense of

any member found guilty by the Joint Trial Boardof an ethical

offense.

Such a requirement will allegedly enable the public to

make a more informed choice in the selection of an accounting firm.
It will also be of assistance in assuring the public that the veil

of secrecy is being lifted from the profession's disciplinary process.
The automatic suspension of members under indictment without placing

guilt will help reassure the public.

If this procedure is followed

automatically and routinely it should not unduly influence further

court action.

Wide public notice should be given in the event of

reinstatement upon acquittal.

The addition of public members to the

AICPA board of directors as well as open attendance at senior

committee meetings will also serve as a reassurance to the public
that the accounting profession is not dealing with its internal
affairs behind closed doors.
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An educational effort should also be undertaken by the
profession to inform the public of other instruments by which

accountants may be disciplined (the SEC, the courts, and the state

boards of accountancy) and of the limitations under which the
professional disciplinary apparatus, as a private body, must

function.

The lack of the power of subpoena and the inability to

apply effective sanctions, such as revocation of the license to
practice, will prevent the Joint Trial Board from ever obtaining
the strength of which the other disciplinary instruments are

capable.

The public must be made aware of these limitations

which they themselves have imposed.

The profession meanwhile will have to continue to conduct its

disciplinary affairs in a fair manner and one more open to public
scrutiny.

The educational efforts aimed at both practitioners and

the public will need to be skillful, widereaching, and continual

as they are aimed at correcting behavior patterns and misconceptions

established over a long period of time.
Conclusions
Many of the problems in self-regulation can be alleviated only
by action on the part of bodies possessing the power of enforcement.

The investigation by the Federal Trade Commission7 into the licensing
restrictions relating to age, character, residency, and citizenship

imposed by the state licensing boards may do more to alleviate

administrative problems, such as the lack of reciprocity and uni
formity, than the AICPA could accomplish by years of lobbying efforts.
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Similarly the pressure exerted on the profession by the congressional
investigations of the Moss and Metcalf committees may prove to be a

blessing in disguise.

Such pressure may be the impetus needed to

foster cooperation between the private sector and the public sector

in developing effective self-regulatory programs.

The AICPA can

provide the expertise in program development and professional and

technical matters while the SEC provides the strength needed for

enforcement of a strong program.

Such teamwork would help solve

the enforcement problems faced by the profession and would assist

in developing programs on a national level giving greater uniformity
to self-regulation.

Greater public confidence should result as the

public feels that regulation is a cooperative effort between the
profession and the public.

The greater openness with which the

profession conducts its affairs should also assist in restoring
public confidence in the profession.
The high expectations for successful teamwork between the
profession and public agencies is indicated by statements made by

members in both government and the accounting profession.

Michael

Chetkovich, AICPA chairman, appearing before the Senate Subcommittee
on Reports, Accounting, and Management, said, "Many of the problems
identified (by the Metcalf report) are real and well recognized by

the profession.

It is our hope that our testimony today and our

memorandum will persuade you that the profession has responded and

continues to respond to the concerns in a responsible manner and that
continued reliance on a cooperative effort between governmental
agencies and the profession offers the greatest opportunity for

their full resolution."8
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Congressman John E. Moss, chairman of the House Commerce

Committee's Oversight Subcommittee, which is currently investigating

the profession, has said, "I believe that the Congress would much
prefer that the accounting profession take steps itself to solve the
problems facing it.

As long as responsible progress is being made

down that road, I do not believe Congress will legislate."9
Within the limits set on the profession by society self-regulation

will not be the exclusive province of the profession; but one might
question whether it has ever been that.

A cooperative program of

self-regulation is a necessary condition of fulfilling the responsi
bility which the profession owes society in return for the benefits

society confers on it.

Failure to assume this responsibility will

only result in a tightening of the limits and restrictions by

society providing less opportunity for the profession to control its
affairs in the future.
In the preceding pages an attempt has been made to examine the

self-regulatory processes as they currently exist in the profession,
compare them with self-regulatory processes in other professions and
in the accounting profession in other countries, note the weaknesses

in the self-regulatory processes, and finally to offer suggestions
for the improvement of these processes.

In conclusion, the

accounting profession has shown itself to compare favorably with
other professions in many areas of self-regulation, although it lags
behind in some areas such as specialty recognition and educational
requirements.

The accounting profession in the United States is well

ahead of other nations in the development of most self-regulatory

processes despite the fact that the AICPA is not a qualifying body.
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The problems which the profession faces in the further develop

ment of self-regulatory programs are those of uniformity and
reciprocity between 53 jurisdictions; effective methods of enforce
ment, since the profession does not itself control the licensing of

accountants; problems of adequate resources with which to develop

programs; the problem of measurement in judging the success of

programs; and the problem of changing the attitude of accountants
toward greater regulation and the attitude of the public toward the
profession.

The proposals for improving self-regulatory processes;

introduction of a well supervised professional year following the
receipt of the CPA certificate and preceding receipt of a permit

to practice; centralized recording of educational, experience, and

CPE data on individuals; testing for recertification; a mandatory
program to review office practices and audit procedures, which could
be used simultaneously to identify specialties by firm; increased

advertising and more openness in the conduct of professional affairs;
and educational efforts to change attitudes, especially in the area

of ethics, are aimed at correcting these problems.
Happily, the profession is already responding to the calls for
improvement and many improvements in self-regulatory programs are

already being processed.

With the expertise of the AICPA supported

by the power of the government sector, the SEC, the profession seems

capable of developing its current self-regulatory programs into an
effective integrated program which can meet the needs of both the

profession and the public.
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SELF-REGULATORY PROCESSES IN THE ACCOUNTING
PROFESSION AS THEY RELATE TO THE PROFESSIONAL
COMPETENCE OF THE INDIVIDUAL
The accounting profession has traditionally enjoyed a
relationship of trust with the community, receiving certain

advantages in return for the benefits it offered to society.

However, in recent years the increasing litigation, regulation,

and investigations involving accountants and the accounting
profession indicate that the relationship between the profession
and society is deteriorating.

Indications are that society feels

the profession has violated the trust placed in it by failing to

effectively regulate itself and protect the public interest.

The purpose of this study was to provide a situational analysis
of the current status of self-regulation in the accounting pro

fession as it relates to the individual and to answer the
following questions:

1) Have the self-regulatory processes of the

accounting profession increased in size, scope and effectiveness

since the organization of the profession?

2) What is the current

status of self-regulatory processes in the profession?

3)

How do

the self-regulatory processes of the accounting profession compare

with the self-regulatory processes of other professions?

4) How

do the self-regulatory processes of the accounting profession in
the United States compare with the self-regulatory processes of
the accounting profession in other English speaking nations? and

5)

How can the accounting profession improve its self-regulatory

processes?

2

In answering these questions the study employed inductive
reasoning using historical and analytical approaches to the data.
The data base includes 1) news releases, official pronouncements,

and procedural manuals of the professional organizations,

2) substantive professional literature on the subject, 3) a survey
of state CPA societies and 4) correspondence with staff members of

the AICPA, NASBA, and other organizations.
Five regulatory processes were studied:

licensure, continuing

professional education, quality review, specialty recognition, and
ethics enforcement.

The results of the study show an increase in

size, scope, and effectiveness of self-regulatory processes in the
accounting profession especially in recent years.

The profession's

performance in the area of self-regulation is admirable when
compared with that of other professions.

The accounting profession

in the United States compares well with the accounting profession
in other English speaking nations with regard to self-regulatory

processes in spite of certain limitations to effectiveness imposed
by the organizational structure of the accounting profession in the

United States.

The study found that problems in self-regulatory

programs can be generally categorized as administrative problems,

attitudinal problems, resource problems, or measurement problems.
Recommendations on how these problems might be solved and how the

profession might improve its self-regulatory processes to better
serve both society and itself conclude the study.

